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I.  Summary  and  Theme:  Adjusting  Tax  Policy 
To  Our  Vital  National  Needs 

The  Administration  has  sounded  the  right  note 

President  Kennedy  deserves  support  in  his  courageous  and  historic 
decision  to  recommend  a  large  deliberate  increase  in  the  Federal  Budget 
deficit.  Large  tax  reduction  is  now  desirable,  and  even  overdue.  All 
experience  and  reason  dictate  this  course,  in  an  economy  suffering  for 
many  years  and  now  from  vast  idleness  of  manpower  and  plant.  Restora- 
tion of  the  American  economy  to  maximum  economic  performance  is  very 
much  more  important  than  whether  the  Federal  Budget  shows  a  deficit  or 
surplus.  And  all  experience  and  reason  also  make  it  clear  that  this 
restoration  is  the  only  safe  or  sure  road  toward  improvement  in  the  condi- 
tion of  the  Federal  Budget  itself. 

This  study  supports  the  general  thrust  of  the  President's  efforts. 
But  the  President  has  also  stated,  with  characteristic  open-mindedness  and 
recognition  of  the  very  nature  of  our  Federal  system,  that  the  Congress  may 
improve  his  tax  proposal  substantially.  This  study  seeks  to  help  point 
the  way  to  this  improvement. 


The  worsening  current  unemployment  situation  and  outlook 

In  May  1963,  full-time  unemployment  as  officially  reported  rose  to 
5.9  percent  (seasonally  adjusted)  of  the  civilian  labor  force.  This  was 
higher  than  in  any  month  of  1962,  despite  a  much-heralded  quickening  of 
the  economic  upturn  thus  far  in  1963.  And  despite  an  economic  upturn 
which  started  more  than  two  years  ago,  the  average  rate  of  unemployment 
as  officially  reported  during  the  first  five  months  of  1963  was  5.8  percent, 
or  considerably  higher  than  the  5.6  percent  reported  for  1962  as  a  whole. 
Further,  when  account  is  taken  of  the  full-time  equivalent  of  part-time 
unemployment,  and  of  the  concealed  unemployment  resulting  from  the 
repressive  effect  of  scant  job  opportunity  upon  the  anticipated  growth  in 
the  civilian  labor  force,  the  true  level  of  unemployment  during  the  first  five 
months  of  1963  averaged  about  9.4  percent  (seasonally  adjusted)  of  the 
civilian  labor  force.  This  was  slightly  higher  than  in  1962,  and  contrasted 
more  sharply  with  8.5  percent  in  the  non-recessionary  year  1959  and  only 
5.8  percent  in  the  non-recessionary  year  1956.  Most  current  forecasts  are 
that  unemployment  will  continue  to  rise  substantially  in  the  foreseeable 
future,  unless  stronger  counteracting  measures  are  taken. 


Impact  of  unemployment  upon  the  young, 
and  upon  racial  tensions 

Although  the  official  reports  show  full-time  unemployment  at  5.9 
percent  of  the  civilian  labor  force  in  May  1963,  the  rate  of  unemployment 
when  so  measured  was  18  percent  among  teenagers  seeking  permanent 
gainful  employment  for  the  first  time.  This  contrasted  with  14  percent  in 
May,  1962.  The  human  consequences  of  conveying  to  these  young  people 
the  impression  that  our  economic  system  can  make  no  utilization  of  them 
are  incalculable.  These  consequences  go  to  the  very  roots  of  the  rising 
tide  of  delinquency,  crime,  and  low  morale  among  the  young. 

Meanwhile,  excessively  large  concentration  of  denial  of  economic 
opportunity  among  minority  groups,  and  fear  that  any  job  gained  by  a 
member  of  a  minority  group  takes  a  job  away  from  somebody  else,  is  much 
more  at  the  heart  of  the  rising  tide  of  racial  tensions  than  is  usually 
acknowledged.  The  lesson  we  are  now  learning  so  painfully,  having  dealt 
inadequately  with  these  potential  racial  tensions  until  they  reached  explosive 
force,  should  warn  us  of  what  may  be  in  the  offing  if  the  amount  of 
unemployment  itself  reaches  explosive  force — as  it  certainly  will  in  a  few 
short  years  if  current  trends  continue. 

Continuation  of  inadequate  economic  growth  rate 

The  reasons  for  continuation  of  the  chronic  rise  in  unemployment 
are  that  the  upward  movement  of  the  economy  from  early  1961  to  date 
has  been  much  too  slow,  compared  with  the  growth  rate  required  to 
reduce  unemployment,  in  view  of  the  growth  in  the  labor  force  and  the 
accelerated  pace  of  automation,  technology,  and  productivity  gains.  Con- 
trasted with  an  economic  growth  rate  in  real  terms  of  7.8  percent  during 
1954-1955,*  and  6.7  percent  during  1958-1959,**  the  rate  was  only  5.4 
percent  during  1961-1962,***  only  3.3  percent  from  first  quarter  1962  to 
first  quarter  1963,  and  only  4.1  percent  (seasonally  adjusted  annual  rate) 
during  the  quickening  of  the  upturn  from  fourth  quarter  1962  to  first 
quarter  1963. 

Continuing  rise  in  the  production  gap 

The  production  gap  is  the  difference  between  actual  production  and 
production  at  maximum  utilization  of  our  productive  potentials.    Measured 

*  Following  1953-1954  recession. 
**  Following  1957-1958  recession. 
***  Following  1960-1961  recession. 


in  uniform  1962  dollars,  this  production  gap  rose  from  4.5  percent  of 
maximum  production  in  1956  to  9.2  percent  in  1959,  11.6  percent  in 
1962,  and  a  seasonally  adjusted  annual  rate  11.9  percent  in  first  quarter 
1963.*  In  first  quarter  1963,  the  seasonally  adjusted  annual  rate  of  the 
production  gap  was  in  excess  of  76  billion  dollars.  The  much  lower 
official  estimate  of  this  production  gap — though  still  intolerably  large — 
results  from  under  appraisal  of  the  rate  of  growth  needed  to  achieve  eco- 
nomic restoration,  and  this  has  been  responsible  for  official  overestimates 
of  the  expected  reduction  of  unemployment  to  date. 

The  way  is  open  for  needed  policy  improvements 

Aside  from  the  current  tax  proposal,  it  is  essential  to  point  out  that 
the  disappointing  economic  developments  since  the  commencement  of  the 
upturn  from  the  1960-1961  recession  have  not  been  due  primarily  to 
failure  to  achieve  programs  thus  far  recommended.  These  programs — 
area  redevelopment,  training  and  retraining  of  workers,  public  works,  and 
the  tax  changes  of  1962  (both  legislative  and  by  Treasury  action) — were 
approved  with  modifications  of  no  great  significance  to  subsequent  eco- 
nomic developments.  The  monetary  policies  of  the  Federal  Reserve  System 
during  these  years  have  met  with  the  overt  approval  of  the  Administration. 

The  Trade  Program  was  also  enacted,  partly  on  the  ground  that  it 
would  measurably  help  our  own  economy.  Developments  since  then 
support  earlier  warnings  that,  while  the  Trade  Program  was  eminently 
desirable  on  many  grounds,  it  could  not  be  expected  appreciably  to  reduce 
domestic  unemployment  nor  substantially  to  accelerate  our  rate  of  eco- 
nomic growth.**  Efforts  thus  far  to  improve  our  balance  of  payments  and 
gold  position  have  not  been  more  successful  than  forecast  by  earlier  Con- 
ference studies.  These  studies  suggested  that  the  approach  to  this  insistent 
problem  has  been  inadequate.*** 

Significance  of  accuracy  of  previous  Conference  studies 

The  recommendations  in  this  study  may  carry  more  weight  because 
earlier  Conference  studies  have  been  vindicated  by  subsequent  events.  In 
mid-1954,  the  first  Conference  study  pointed  to  the  danger  that  our  average 
annual  rate  of  economic  growth  might  be  only  2.5  percent  during  the  period 


*  Again,  only  non-recessionary  earlier  years  are  contrasted  with  the  current 
situation. 

**  See  the  Conference  Study,  Poverty  and  Deprivation  in  the  U.  S.,  April  1962, 
especially  page  2. 

***  See  Key  Policies  For  Full  Employment,  Sept.  1962,  especially  Chapter  VII. 


1953-1960  as  a  whole.*  This  turned  out  to  be  exactly  correct.  In  early 
1961,  a  Conference  study  forecast  that  economic  policies  then  in  being 
and  under  active  consideration  were  unlikely  to  achieve  an  economic 
growth  rate  anywhere  close  to  the  needed  rate;  and  that  early  1963  might 
well  find  us  with  full-time  unemployment  near  6  percent  of  the  civilian 
labor  force.**  This  also  turned  out  to  be  entirely  correct.  In  late  1962, 
in  the  face  of  other  more  optimistic  forecasts,  still  another  Conference 
study  appraised  quite  accurately  the  economic  developments  during  the 
nine  months  since  then.*** 


The  core  reason  for  our  poor  economic  performance 

Persistent  and  chronically  rising  idle  plant  and  manpower  mean 
essentially  that  our  actual  demand  for  ultimate  goods  and  services  is 
falling  far  short  of  our  ability  to  produce  them.  This  actual  demand  for 
ultimate  goods  and  services  takes  two  forms:  the  private  spending  of 
almost  190  million  consumers,  and  the  public  spending  of  governments 
at  all  levels  for  what  we  need  as  a  nation  but  cannot  buy  individually  nor 
through  our  private  organizations.  The  core  task,  therefore,  is  to  expand 
the  volume  of  this  private  and  public  consumption  sufficiently  to  draw  forth 
maximum  utilization  of  our  manpower  and  plants  on  a  sustained  basis. 

The  problem  of  private  business  investment 

Private  business  investment  is  the  third  component  in  total  economic 
activity  or  total  national  production,  the  other  two  being  private  consumer 
spending  and  public  outlays.  This  private  investment  also  needs  to  expand 
at  a  more  rewarding  rate  than  it  actually  has  on  the  average  during  the  past 
decade  as  a  whole. 

But  this  long-term  deficient  average  has  not  been  caused  substantially 
by  an  inadequate  level  of  per-unit  profit  margins  after  taxes,  nor  by  in- 
adequate availability  of  other  types  of  funds  and  saving  available  for  invest- 
ment. Entirely  to  the  contrary,  during  each  of  the  three  periods  of  eco- 
nomic upturn  following  each  of  the  three  economic  recessions  since  early 
1953,  private  investment  in  the  plant  and  equipment  which  add  to  our 
ability  to  produce  has  been  so  ebullient  as  to  cause  these  means  of  pro- 
duction to  expand  far  more  rapidly  than  expansion  of  demand  for  ultimate 


*  Toward  Full  Employment  and  Full  Production,  July    1954,  especially  pages 
32-34. 

**  Jobs  and  Growth,  May  1961,  especially  Chapter  IX. 
***  Key  Policies  For  Full  Employment,  especially  Chapter  I. 


products  through  private  consumption  and  public  outlays.  When  the 
"overcapacity"  resulting  from  these  relatively  excessive  investment  "booms" 
became  sufficiently  large,  investment  was  cut  back  sharply.  And  this, 
along  with  the  much  larger  deficiencies  in  demand  for  ultimate  products, 
brought  on  the  periods  of  economic  stagnation  and  recession. 

We  are  not  now  in  a  period  of  economic  recession.  But  we  are  in  a 
period  approximating  stagnation,  when  our  actual  growth  rate  is  measured 
against  our  needed  growth  rate  at  this  stage  of  the  restoration  process. 
And  the  same  imbalances  between  investment  and  ultimate  demand  which 
brought  on  our  earlier  difficulties  are  manifest  in  the  economy  today. 


Errors  in  national  economic  policies, 
relevant  to  our  poor  economic  performance 

During  the  period  under  review,  Federal  spending  has  been  held  too 
low.  The  tight  money  policy  and  higher  interest  rates  have  redistributed 
scores  of  billions  of  dollars  in  a  regressive  direction,  and  also  reduced 
funds  available  for  public  spending  for  constructive  purposes,  thus  con- 
tributing to  the  imbalances  between  investment  and  consumption.  Many 
programs,  such  as  the  Social  Security  program,  have  not  been  expanded 
rapidly  enough  to  do  their  share  toward  adequate  expansion  of  consump- 
tion. Farm  income,  despite  some  improvement,  has  not  been  brought  close 
enough  to  parity  with  other  incomes  on  a  per  capita  basis.  Popular  and 
public  pressures,  exerted  for  the  legitimate  purpose  of  preventing  wage 
rate  increases  from  exceeding  productivity  gains,  have  in  practical  conse- 
quence resulted  in  wage  rate  increases  during  the  most  recent  years  which 
have  lagged  far  behind  productivity  gains,  thus  adding  greatly  to  the 
private  consumption  deficiency. 


Undesirable  trends  in  national  tax  policies,  1945-1963 

Federal  personal  income  tax  changes  from  1939  through  1945  had  a 
very  progressive  effect  upon  income  distribution,  in  that  they  helped  those  at 
lower  levels  of  income  more  than  those  higher  up.  This  was  one  among 
many  factors  which  contributed  to  our  phenomenal  economic  performance 
during  World  War  II,  and  to  rising  living  standards  despite  immense  allo- 
cation of  our  resources  to  war  production.  But  tax  changes  since  1945, 
including  the  tax  changes  of  1948,  1954,  and  1962,  have  been  regressive, 
in  that  they  have  helped  those  at  the  higher  levels  of  income  more  than 
those  lower  down.  Aimed  excessively  at  stimulation  of  investment,  and 
insufficiently  at  stimulation  of  private  consumption,  these  tax  policies  have 


accentuated  the  imbalances  at  the  center  of  our  economic  difficulties. 
These  regressive  tax  changes  have  also  worked  against  advancement  of 
economic  and  social  justice. 

While  tax  reductions  in  1954  gave  a  temporary  fillip  to  the  economy 
and  helped  to  reverse  the  1953-1954  recession,  we  at  no  subsequent  time 
achieved  anywhere  near  full  economic  restoration.  And  the  Federal  tax 
structure  which  has  existed  from  1945  forward  has  been  among  the  factors 
in  the  unsatisfactory  economic  growth  rate  1953-1963,  including  three 
recessions. 


Regressive  nature  of  State  and  local  taxation 

The  adverse  effects  of  the  trend  since  1945  toward  a  less  progressive 
Federal  tax  policy — which  really  means  a  regressive  trend — have  been 
greatly  aggravated  by  the  absolutely  regressive  nature  of  State  and  local 
taxation.  When  all  types  of  taxes  at  all  levels  are  taken  into  account, 
our  economy  is  functioning,  and  our  people  are  living,  under  a  tax  system 
which  we  do  not  comprehend  at  all  when  we  look  only  at  the  Federal 
personal  income  tax  structure. 

Main  defects  in  the  1963  tax  proposal 

Drawing  upon  this  analysis,  the  main  defects  in  the  1963  tax  pro- 
posal are: 

(1)  Without  the  reforms,  and  properly  taking  into  account  the  cor- 
porate tax  concessions  of  1962,  this  study  estimates  that  the  proposal 
would  assign  about  8  billion  dollars  of  the  total  tax  cut  to  the  stimulation 
of  investment,  and  about  7.5  billion  to  the  stimulation  of  consumption. 
This  estimate  necessarily  takes  into  account,  not  only  the  corporate  tax 
cuts,  but  also  the  proportion  of  the  personal  tax  cut  received  by  higher 
income  taxpayers  which  they  would  be  likely  to  save  for  investment  pur- 
poses.* Taking  into  account  the  proposed  reforms,  this  study  estimates 
that  more  than  4y2  billion  dollars  of  the  total  net  tax  changes  would  be 
assigned  to  the  investment  function,  and  less  than  61/4:  billion  to  the  con- 
sumption function.     This  pattern  of  allocation  between  the  investment 


*  If  these  families  were  to  save  much  less  and  spend  much  more  of  their  tax 
cuts  than  this  study  estimates,  which  might  happen,  the  very  substantial  lifting  of 
their  living  standards  concurrently  with  very  little  improvement  in  the  living  standards 
of  lower  income  families,  by  means  of  tax  reduction,  would  be  indeed  indefensible 
on  general  social  grounds. 


function  and  the  consumption  function,  without  or  even  with  the  reforms, 
is  ill-adjusted  to  our  economic  problem  today,  and  repeats  errors  com- 
mitted in  earlier  years; 

(2)  The  proposed  personal  tax  cuts  would  redistribute  income 
regressively.  The  personal  tax  cuts  without  the  reforms  would  increase 
the  disposable  (after-tax)  income  of  the  $3,000  income  taxpayer  by 
only  0.4  percent;  the  $5,000  income  taxpayer,  1.8  percent;  and  the 
$10,000  income  taxpayer  3.5  percent.  But  the  disposable  income  of  the 
$50,000  income  taxpayer  would  be  increased  9.7  percent;  the  $100,000 
income  taxpayer,  16.3  percent;  and  the  $200,000  income  taxpayer  31.1 
percent.* 

Even  with  the  reforms,  the  disposable  income  of  the  $3,000  income 
taxpayer  would  be  increased  only  2  percent;  the  $5,000  income  taxpayer, 
3.1  percent;  and  the  $10,000  income  taxpayer,  3.5  percent.  But  the 
disposable  income  of  the  $50,000  income  taxpayer  would  be  increased 
6.3  percent;  the  $100,000  income  taxpayer,  1 1 .2  percent;  and  the  $200,000 
income  taxpayer,  23.8  percent.  This  kind  of  distribution  of  tax  reduction 
would  work  counter  to  a  sustainable  balance  between  investment  and  con- 
sumption, and  is  not  justifiable  on  economic  or  social  grounds. 

It  is  no  answer  to  say  that,  because  of  the  current  structure  of  the 
Federal  personal  income  tax  system,  any  substantial  reduction  of  tax  rates 
must  result  in  the  high  income  taxpayer  receiving  a  much  larger  percentage 
increase  in  his  disposable  income  than  the  low  income  taxpayer.  It  is 
perfectly  feasible,  as  will  be  shown,  to  reconstruct  the  proposed  personal 
income  tax  cuts  so  as  to  avoid  this  consequence.  Besides,  as  will  also  be 
shown,  programs  other  than  tax  reduction  should  be  relied  upon  more 
heavily  in  order  to  promote  the  needed  economic  and  social  results; 

( 3 )  The  proposed  tax  changes  are  also  too  small  and  far  too  slow  to 
add  much  toward  economic  restoration.  This  study  estimates  that,  for 
reasonably  full  economic  restoration  sometime  in  1965,  our  total  national 
production  needs  to  be  about  57  billion  dollars  higher  in  1964,  and  about 
85  billion  higher  in  1965,  than  it  is  likely  to  rise  to  if  our  national  economic 
policies  were  to  remain  virtually  in  status  quo.  Vividly  in  contrast  with 
these  needed  additions  of  57  billion  and  85  billion,  respectively,  this  study 
estimates  that  the  proposed  tax  reduction,  including  all  of  its  indirect 
effects,  would  add  only  about  12.9  billion  dollars  to  what  total  national  pro- 
duction would  otherwise  be  likely  to  rise  to  in  the  first  calendar  year  in 


*  Assuming  a  married  couple  with  two  children  or  other  dependents.  The 
changes  in  disposable  incomes  are  what  really  count.  The  percentage  cuts  in  tax 
rates  are  merely  mathematical  formulae  for  arriving  at  the  income  results. 
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which  the  proposal  would  be  applied,  and  would  add  only  about  27.6  billion 
to  what  total  national  production  would  otherwise  be  likely  to  rise  to  in 
1965  or  1966,  the  first  year  when  the  tax  proposal  would  be  in  full  effect. 

Needed  changes  in  tax  plan:  10  billion  dollar  tax  cut  now, 
benefiting  mainly  the  low-  and  middle-income  taxpayers 

(1)  The  first  priority  immediate  tax  action  should  be  limited  to 
cutting  the  20  percent  flat  rate,  applicable  to  the  first  $2,000  of  taxable 
income,  to  an  average  rate  of  considerably  less  than  15  percent,  with  much 
larger  reduction  in  the  rate  applicable  to  the  first  $1,000  than  to  the 
second  $1,000.  For  a  married  couple  filing  a  joint  return,  the  lower  of 
these  two  rates  would  be  applicable  to  the  first  $2,000,  and  the  higher  to 
the  second  $2,000.  In  addition,  the  standard  exemption  for  a  family  of 
four,  now  $2,400,  should  be  lifted  to  $3,400.  Even  this  would  be  about 
53  percent  lower  in  real  terms  (allowing  for  the  change  in  the  purchasing 
power  of  the  dollar)  than  the  $3,300  exemption  in  1939.  This  first  priority 
tax  reduction  would  have  an  annual  value  of  about  10  billion  dollars,  all  of 
which  should  take  effect  at  once;* 

(2)  All  other  tax  action  should  be  deferred  until  the  first  priority 
tax  cut  is  accomplished.  The  attempt  to  combine  all  phases  of  tax  reduc- 
tion in  one  extremely  complex  tax  package  is  almost  certain  to  prevent 
sufficient  focus  upon  the  first  priority  need,  jeopardize  some  of  the  de- 
sirable tax  reforms,  lead  to  enactment  of  some  very  undesirable  so-called 
"reforms",  and  result  in  a  net  tax  program  very  poorly  adjusted  to  eco- 
nomic growth,  the  priorities  of  our  national  needs,  and  economic  justice; 

(3)  Reductions  in  corporate  tax  rates  are  not  needed  for  reasons 
already  stated,  and  would  be  wasteful  when  compared  with  other  great 
national  priorities  which  could  be  served  through  an  equivalent  increase 
in  Federal  domestic  public  spending.  Some  slight  corporate  tax  reduction 
might  be  desirable,  if  concentrated  upon  improving  the  position  of  small 
business; 

(4)  Personal  income  tax  cuts  for  those  in  the  upper-middle  and 
higher  income  groups,  beyond  the  benefits  which  they  would  receive 
from  the  first  priority  tax  cut  suggested  above,  are  not  of  high  urgency  on 
economic  grounds,  and  of  no  urgency  on  social  grounds.  When  such  tax 
cuts  are  undertaken,  they  and  any  corporate  tax  cuts  should  be  compen- 
sated for  in  full  by  the  closing  of  loopholes. 


*  A  simple  alternative  method,  accomplishing  close  to  the  same  result,  would 
leave  the  present  tax  structure  intact,  but  allow  every  taxpayer,  spouse,  and  dependent 
a  credit  of  $1.50  per  week  against  a  tax  liability  computed  under  present  law. 
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Why  tax  cuts  alone  cannot  carry  the  whole  load 

Even  the  10  billion  dollar  personal  tax  reduction  suggested  in  this 
study,  including  its  effects  upon  the  stimulative  value  of  the  1962  tax  action, 
would  increase  total  national  production  by  only  about  36  billion  dollars 
in  the  first  full  year.  As  already  indicated,  this  would  be  much  too  little. 
Beyond  this,  the  nature  of  the  unemployment  problem  requires  vigorous 
additional  approaches.  Tax  reduction  at  best  would  stimulate  more  de- 
mand largely  for  types  of  goods  now  being  produced  by  industries  where  the 
rate  of  elimination  of  jobs  by  technology  and  automation  is  extremely  rapid. 
Because  of  these  industrial  trends,  expansion  of  job  opportunity  in  these 
industries  in  the  years  ahead  would  be  severely  limited,  even  if  the  demand 
for  their  products  were  increased  to  the  maximum  limits  of  feasibility. 

Thus,  private  and  public  investment  must  be  expanded  greatly  with 
respect  to  those  types  of  goods  and  services  for  which  our  national  needs 
are  so  huge  and  pressing  that  even  the  trends  in  technology  and  automation 
would  not  prevent  vast  job  expansion  in  these  areas.  These  areas  include 
housing  and  urban  renewal,  mass  transportation,  resources  development, 
educational  and  health  services  and  facilities,  and  a  wide  range  of  other 
human  services.  This  will  require  much  more  Federal  spending,  not  only 
for  purely  public  programs,  but  also  as  a  part  of  new  admixtures  of  public 
and  private  spending — such  as  those  required  for  renewal  of  urban  areas. 

Immediately  needed  3  billion  dollar  increase 
in  the  Federal  Budget  for  domestic  programs 

Towards  these  employment  ends,  and  even  more  so  because  of  our 
national  needs  for  the  programs  themselves,  this  study  proposes  an 
immediate  3  billion  dollar  addition  to  the  domestic  programs  now  con- 
tained in  the  fiscal  1964  Budget  (without  reducing  any  of  the  items  in 
that  Budget  for  national  security  and  other  international  purposes,  and  for 
space  research  and  technology).  As  elements  in  a  long-range  program 
to  meet  adequately  the  great  priorities  of  our  domestic  public  needs,  con- 
sistent with  our  growing  economic  potentials,  this  study  suggests  that 
per  capita  Federal  outlays  for  education  should  be  almost  tripled,  com- 
paring calendar  1966  with  the  fiscal  1964  Budget.  Outlays  per  capita  for 
health  services  and  research  should  be  almost  doubled,  and  outlays  for 
housing  and  community  development  should  be  multiplied  about  eight 
times.*     Outlays  per  capita  for  all  domestic  programs    (measured  in 


*  In  absolute  terms,  the  educational  increase  would  be  by  far  the  largest.  For 
elaboration  of  these  and  other  needs,  see  the  Conference  study,  The  Federal  Budget 
and  "The  General  Welfare,"  December,  1959. 


uniform  1962  dollars)  should  rise  from  $186.83  to  $221.11. 

However,  in  a  properly  growing  economy,  total  Federal  outlays  for 
all  purposes  as  suggested  in  this  study  (allowing  also  for  indicated  increases 
for  national  security  and  other  international  purposes,  and  space  research 
and  technology)  would  decline  from  an  estimated  16.80  percent  of  total 
national  production  in  fiscal  1964  to  15.91  percent  in  calendar  1966. 
This  means  that,  even  with  the  suggested  tax  reduction  and  spending 
increase  program,  we  could  in  the  years  ahead,  as  a  dividend  on  adequate 
economic  growth,  come  much  closer  to  a  balanced  Federal  Budget  over 
the  years  immediately  ahead  than  during  the  past  decade,  and  balance  the 
Budget  when  maximum  prosperity  is  sustained  for  a  few  years. 


Need  for  still  other  expansionary  national  economic  policies 

Even  the  suggested  combination  of  tax  reduction  and  increased  public 
spending  would  neither  fully  restore  nor  adequately  maintain  maximum 
employment  and  production.  As  already  suggested,  the  whole  Social 
Security  program  needs  to  be  greatly  liberalized.  Improved  farm  legis- 
lation is  essential.  The  minimum  wage  floor  needs  to  be  higher,  with 
coverage  expanded.  Instead  of  the  deplorable  current  tightening  of 
monetary  policy  by  the  Federal  Reserve  System,  we  need  a  much  more 
expansionary  monetary  policy  and  much  lower  interest  rates. 

With  all  of  this,  the  major  portion  of  needed  growth  must  come 
through  expansionary  action  in  the  private  sector  of  the  economy.  But 
the  first  inducement  to  this  expansionary  action  would  be  the  concrete 
assurance  by  the  Federal  Government  that  it  is  responding  fully  to  its 
obligations  under  the  Employment  Act  of  1946. 


Improved  implementation  of  the  Employment  Act  of  1946 

The  basic  reason  why  current  policy  proposals  are  not  sufficiently 
attuned  to  our  national  capabilities  and  needs  is  that  they  have  not  been 
geared  adequately  to  the  long-range  and  short-range  quantitative  goals  for 
maximum  employment,  production,  and  purchasing  power  called  for  by 
the  Employment  Act  of  1946. 

Even  while  Western  European  countries  are  achieving  high  growth 
rates  and  low  unemployment  under  "indicative  planning",  we  are  not 
utilizing  fully  the  very  Employment  Act  which  initially  inspired  these 
efforts  overseas. 

Even  while  these  countries  have  learned  from  us  the  manifold  eco- 
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nomic  benefits  of  mass  consumption,  we  are  moving  away  from  our  earlier 
prime  stress  upon  this  factor  in  economic  growth. 

Even  while  so  much  of  the  world  has  come  to  associate  economic 
growth  with  reduction  of  poverty  and  advancement  of  social  justice,  we  are 
insufficiently  recognizing  that,  especially  in  view  of  our  unrivaled  pro- 
ductive powers,  rapid  reduction  of  poverty  and  advancement  of  social 
justice  are  prerequisites  for  adequate  and  sustained  economic  growth. 

And  even  while  the  totalitarians,  despite  some  miscalculations  and 
setbacks,  are  continuing  to  outpace  us  in  their  rates  of  economic  growth, 
we  have  not  marshalled  that  national  purposefulness  about  which  we 
talked  so  much  after  the  first  Sputnik  in  1957 — an  all-embracing  purpose- 
fulness  applied  just  as  vigorously  to  our  great  domestic  needs  as  to 
maintaining  our  national  security  and  landing  on  the  moon. 

This  study  has  been  directed  by  Leon  H.  Keyserling,  with  the  assist- 
ance of  Mary  Dublin  Keyserling,  Philip  M.  Ritz,  and  Nettie  S.  Shapiro. 
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II.  What  Is  Tax  Policy  Really  For? 

Our  three  great  economic  purposes 

Much  of  the  current  conflict  and  perplexity  about  tax  policy  arises 
from  not  keeping  clear  the  vital  distinction  between  means  and  ends.  Un- 
like rising  living  standards  and  opportunities  to  do  useful  work,  no  tax 
policy  is  an  end  objective,  good  for  its  own  sake.  Tax  policy  is  merely  the 
means  to  some  other  end.  We  therefore  cannot  discern  desirable  changes 
in  tax  policy,  without  gearing  these  changes  to  our  great  economic  ends  or 
purposes  as  a  Nation  and  a  people.  These  three  great  purposes  are: 

(1)  To  achieve  steady  and  optimum  economic  growth.  This  means 
calling  forth  maximum  use  of  our  manpower  and  brains,  technology  and 
science,  and  natural  resources,  in  accord  with  the  "maximum  employment 
and  production"  objectives  of  the  Employment  Act  of  1946.  The  more 
effectively  we  do  this,  the  stronger  we  become  in  an  economic  sense,  and 
the  better  able  to  afford  what  we  need  to  do; 

(2)  To  apportion  total  national  production  in  accord  with  the  relative 
priorities  of  our  needs.  Utilization  of  our  total  resources  is  now  so  slack 
that  to  talk  about  a  "choice"  between  more  consumer  goods  and  more 
schools  is  a  fundamental  misstatement  of  our  current  problem.  Nonetheless, 
we  must  always  make  sure  that  we  do  not  get  more  gimcrack  gadgets  and 
not  enough  defense,  education,  and  medical  care; 

(3)  To  advance  the  frontiers  of  economic  and  social  justice.  The 
economic  growth  purpose  might  be  attained,  and  a  substantial  part  of  the 
priority  purpose  attained,  even  while  large  portions  of  our  population  were 
denied  fair  participation  in  the  fruits  of  this  progress. 

Prevention  of  inflation  is  not  a  fourth  great  economic  purpose.  Infla- 
tion should  be  prevented  because  it  imperils  these  three  great  purposes. 

These  three  great  purposes  are  also  interdependent.  In  the  nature  of 
the  American  economy  and  our  free  institutions,  we  cannot  meet  the 
priorities  of  our  national  needs  without  maximum  economic  growth.  Nor 
can  we  maintain  maximum  growth  without  meeting  the  great  priorities  of 
our  national  needs,  or  without  a  distributive  system  which  expands  economic 
and  social  justice. 

Economic  requirements  for  achieving  these  three  great  purposes 

Our  people,  their  various  privately  organized  efforts,  and  their  public 
institutions,  are  admirably  endowed  to  move  steadfastly  toward  these  three 
great  purposes.    But  the  central  economic  requirement,  by  no  means  yet 
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achieved,  is  that  there  be  balanced  growth  of  (a)  investment  in  the  means 
of  expanding  production,  and  (b)  the  demand  for  ultimate  products  in  the 
form  of  both  private  and  public  consumption  (public  demand  for  goods  and 
services).  If  (a)  seriously  exceeds  (b),  idle  resources,  recessions,  and  low 
growth  result;  if  (b)  seriously  exceeds  (a),  inflation  takes  its  toll. 

It  is  essential  also  that  the  composition  of  investment  be  well-balanced; 
that  the  distribution  between  private  and  public  consumption  be  consistent 
with  serving  sufficiently  the  great  priorities  which  depend  upon  public  pro- 
grams; and  that  the  distribution  of  both  private  consumption  and  public 
services  be  compatible  with  justice. 

How  well  these  economic  requirements  are  met  depends  upon  the 
volume  and  distribution  of  purchasing  power  through  private  and  public 
spending.  This  is  what  is  meant  by  the  "maximum  purchasing  power" 
objective  of  the  Employment  Act. 

The  proper  role  of  Federal  public  spending  and  taxation 

This  flow  and  distribution  of  purchasing  power  is  affected  by  all  im- 
portant private  and  public  economic  policies,  and  very  powerfully  affected 
by  Federal  public  spending  and  taxation. 

Contrary  to  some  thought  and  action,  the  prime  purpose  of  Federal 
spending  is  nor  to  help  maintain  a  sufficiently  high  level  of  economic  activ- 
ity, although  it  has  that  important  function  among  others.  The  towering 
central  purpose  of  Federal  spending  is  this:  to  serve  those  great  priorities 
of  our  national  security  and  domestic  needs  which  cannot  be  served  at  all, 
or  cannot  be  served  as  well,  in  some  other  way.  This  means  that  the  level 
of  Federal  spending  should  be  determined  by  estimating  what  the  total  out- 
put of  our  economy  would  be  under  maximum  production,  and  then  decid- 
ing as  a  matter  of  national  policy  what  part  of  this  maximum  output  should 
be  allocated  through  Federal  spending  to  these  great  priority  purposes. 

If  the  national  economy  as  a  whole  is  producing  far  below  maximum 
levels  and  has  large  slack  resources,  this  is  certainly  no  reason  to  reduce  or 
hold  Federal  spending  to  levels  below  those  arrived  at  by  the  method  just 
set  forth.  We  should  never  sacrifice  great  national  priorities  when  idle  re- 
sources are  available  to  serve  them,  just  because  a  slack  economy  is  not 
yielding  enough  tax  revenues  to  cover  all  of  the  bill.  In  that  event,  deficit 
financing  should  be  used  to  help  take  up  the  economic  slack.  To  permit 
this  slack  to  continue  is  bad  even  for  the  Federal  Budget  in  the  long  run. 

On  the  other  hand,  if  our  economy  is  faced  by  severe  pressures  upon 
its  productive  resources  (i.e.,  severely  inflationary  conditions),  Federal 
spending  should  in  general  be  held  at  levels  arrived  at  by  the  method  sug- 
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gested  above.  If  inflationary  pressures  make  it  desirable  that  we  cut  back 
somewhere,  appropriate  measures  should  be  adopted  to  reduce  or  restrain 
other  types  of  spending  of  lower  priority  than  the  Federal  Budget,  so  that 
the  great  purposes  of  our  national  economic  life  may  not  be  sacrificed  to 
secondary  purposes. 

Taxation  (unlike  public  spending  for  needed  purposes)  has  little  or  no 
creative  value  in  itself.  Thus,  after  the  level  of  Federal  spending  is  appro- 
priately determined  as  indicated  above,  tax  rates  should  be  high  enough  to 
run  a  budgetary  surplus  when  we  are  threatened  with  excessive  inflationary 
pressures,  and  low  enough  to  result  in  a  substantial  deficit  when  we  suffer 
from  large  unemployment  of  plant  and  manpower.  Beyond  this,  the  distri- 
bution of  the  tax  burden  has  great  bearing  upon  relative  rates  of  private 
investment  and  consumption,  and  also  upon  economic  and  social  justice. 

Deficiencies  in  current  approaches  to  tax  policy 

These  comments  have  large  bearing  upon  the  inadequacy  of  current 
efforts  to  activate  the  economy  by  tax  reduction,  without  first  acting  upon 
the  fact  that  much  higher  levels  of  Federal  spending  (in  addition  to  defense, 
space,  and  international)  are  imperative  to  serve  the  greatly  neglected  pri- 
orities of  our  domestic  public  needs.  Even  with  such  accelerated  Federal 
spending  in  appropriate  amounts,  the  current  and  foreseeable  economic 
situation  would  call  for  substantial  tax  reduction.  But  the  nature  of  the 
proposed  tax  reduction  is  not  well  adjusted  to  promoting  a  workable  balance 
between  investment  and  consumption,  and  therefore  not  well  adjusted  to 
accelerating  economic  growth.  Moreover,  the  proposal  is  regressive  in  its 
impact  upon  an  income  distribution  structure  which  still  needs  much  pro- 
gressive improvement  in  order  to  serve  the  great  priorities  of  our  national 
needs  and  to  advance  economic  and  social  justice. 

Admittedly,  changes  in  tax  policy  are  now  being  proposed  with  the 
intent  of  furthering  these  purposes,  especially  to  accelerate  growth.  But  we 
are  now  in  grave  danger  of  going  wrong  on  tax  policy  (and  on  other  eco- 
nomic policies  as  well),  because  we  are  not  gearing  these  means  sufficiently 
to  our  great  economic  ends  or  purposes.  To  appreciate  why  this  is  so,  it 
will  be  helpful  next  to  examine  our  national  tax  policies  during  the  past 
quarter-century  in  the  perspective  of  the  great  purposes  which  tax  policy 
should  serve. 
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HI.  The  Progressive  Nature  of 
National  Tax  Policy,  1939-1945 

Distribution  of  increased  personal  tax  burden,  1939-1945 

Due  to  World  War  II,  the  burden  of  Federal  personal  income  taxes 
was  very  much  higher  in  1945  than  in  1939.  This  increased  burden  (as  the 
term  "increased  burden"  is  used  in  this  discussion)  is  not  measured  by  the 
total  increase  in  taxes  collected,  much  of  which  was  due  to  the  vast  expan- 
sion of  production,  employment,  and  incomes.  The  increased  burden  is 
measured  rather  by  the  increases  in  tax  collections  due  to  higher  tax  rates. 

How  was  this  increased  burden  distributed?  This  question  may  be 
answered  by  showing  how  much  more  taxes  people  in  various  income  groups 
paid  in  1945  than  they  would  have  paid  in  1945  if  effective  tax  rates  had 
remained  the  same  as  they  were  in  1939. 

In  1945,  as  shown  by  the  first  chart  following  this  chapter,  those  with 
incomes  under  $3,000  comprised  more  than  55  percent  of  all  tax  returns 
filed,  but  paid  less  than  32  percent  of  the  total  tax  increase  attributable  to 
the  increases  in  tax  rates.  The  2.8  percent  of  all  those  filing  returns  who 
had  incomes  of  $10,000  and  over  paid  27.4  percent  of  the  tax  increase 
attributable  to  the  tax  rate  increases;  the  0.91  percent  with  incomes  of 
$20,000  and  over  paid  17.2  percent;  and  the  0.16  percent  with  incomes  of 
$50,000  and  over  paid  5.7  percent.  This  indicates  that  the  higher  income 
people,  relative  to  their  number,  bore  a  larger  share  of  the  increase  in  the 
tax  burden,  and  the  lower  income  people  a  smaller  share.  In  other  words, 
the  distribution  of  the  increase  in  the  tax  burden  was  progressive. 

It  is  also  revealing  to  look  at  the  impact  of  the  increased  tax  rates 
upon  the  disposable  (after-tax)  incomes  of  taxpayers  at  various  income 
levels.*  In  this  connection,  a  very  erroneous  impression  results  from  focus- 
ing upon  the  percentage  increases  in  tax  rates;  as  shown  on  the  second  chart 
following  this  chapter,  the  $5,000  income  taxpayer  had  a  2,000  percent 
increase  in  his  tax  rate,**  while  the  $200,000  income  taxpayer  had  only  a 
73.6  percent  increase.  But  more  realistically,  in  terms  of  the  change  in 
disposable  income  which  is  the  ultimate  economic  and  social  result  of  any 
change  in  effective  tax  rates,  the  $3,000  income  taxpayer  suffered  a  dispos- 
able income  decrease  of  only  6.9  percent;  the  $5,000  income  taxpayer,  12.1 
*  In  this  and  similar  discussion,  the  taxpayer  is  assumed  to  be  married  and  have 
two  children  or  other  dependents;  a  flat  10  percent  deduction  is  allowed  for  taxes, 
interest,  contributions,  etc. 

**  The  increase  in  the  tax  rate  of  the  $3,000  income  taxpayer  cannot  be  com- 
puted, because  he  paid  no  tax  in  1939. 

15 


percent;  the  $10,000  income  taxpayer,  17.0  percent;  the  $50,000  income 
taxpayer,  37.3  percent;  the  $100,000  income  taxpayer,  45.3  percent;  and 
the  $200,000  income  taxpayer,  51.2  percent.  These  data  show  more  clearly 
that  the  tax  rate  changes  had  a  progressive  effect  upon  income  distribution. 

Changes  in  corporate  and  other  tax  rates,  1939-1945 

It  is  unnecessary,  for  the  purposes  of  this  study,  to  examine  the  changes 
in  corporate  and  other  non-personal  tax  rates  in  detail,  because  problems  as 
to  the  distribution  of  the  increased  tax  burden  with  respect  to  these  types  of 
taxes  are  not  of  significance  comparable  to  the  significance  in  the  case  of 
personal  taxes.  Subsequently  in  the  discussion,  the  general  significance  of 
the  changes  in  these  types  of  taxes  are  dealt  with.  Suffice  it  to  say  at  this 
point  that  corporate  tax  rates  were  immensely  higher  in  1945  than  in  1939. 
A  heavy  excess  profits  tax  was  also  imposed.  Estate  and  gift  taxes  were 
also  raised  substantially. 

Economic  and  social  effects  of  1939-1945  tax  changes 

Although  many  other  powerful  factors  influenced  the  economy,  it  is 
nonetheless  feasible  to  evaluate  the  economic  effects  of  these  tax  changes. 
Despite  heavy  increases  in  both  personal  and  corporate  tax  rates,  growth 
in  total  national  production  out-distanced  the  most  optimistic  expectations. 
Business  and  personal  initiative  was  augmented,  not  repressed.  High  eco- 
nomic growth  and  full  employment  led  generally  to  rising  living  standards, 
despite  the  extremely  high  allocation  of  output  to  direct  war  purposes.  The 
numbers  and  percentages  living  in  poverty  were  reduced  at  an  unusually 
rapid  rate.  The  progressive  redistribution  of  after-tax  income,  through  the 
changes  in  tax  policy,  abetted  both  economic  growth  and  social  progress. 

Tax  increases  during  World  War  II  may  have  been  too  small 

The  only  important  criticism  of  our  national  tax  policies  from  1939 
through  1945  might  be  that  taxes  were  not  lifted  enough.  About  half  of 
the  increased  public  costs  resulting  from  World  War  II  was  financed  by 
borrowing  rather  than  by  the  increased  tax  take.  This  built  up  huge  war- 
time savings,  which  tended  to  increase  inflationary  pressures  in  the  imme- 
diate postwar  years  when  these  savings  were  injected  into  the  spending 
stream  too  rapidly  because  of  the  premature  abandonment  of  controls.  But 
on  balance,  the  utilization  of  these  savings  helped  to  prevent  the  kind  of 
serious  economic  downturn  which  occurred  during  1921-1922  following 
World  War  I,  and  which  many  had  expected  after  World  War  II. 

The  two  following  charts  relate  to  this  discussion. 
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PERSONAL  TAX  INCREASES, l939-'45 

Distribution  In  1945  Of  Total  Tax  Returns17 
And  Of  Total  Tax  Increases  Attributable  To  Tax  Rate  Increases^7 
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-^Percent  distribution  of  1945  tax  returns  (taxable  and  nontaxable)  by  income  group 
estimated  by  CEP  on  basis  of  Treasury  Dept.  data. 

•^The  share  of  the  total  tax  increase  applicable  to  the  adjusted  gross  income  of  each 
income  group  based  on  CEP  estimate  of  amount  of  taxes  which  would  have  been  paid  in 
1945  had  1939  rates  and  regulations  obtained  in  1945. 
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PERSONAL  TAX  INCREASES.I939-I945 

Percent  Federal  Tax  Increase  And  Percent  Decrease  In  After-Tax  Income 
Married  Couple  With  Two  Children  At  Various  Income  Levels^ 
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assuming  10  percent  deduction  for  taxes,  interest,  contributions,  etc.    Allowance   was  also 

made  for  earned  income  credit  in  1939. 

-2/  No  tax  at  this  level  in  1939. 

Note:  Tax  rates  shown  are  effective  tax  rates. 
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IV.  Regressive  Trends  In 
National  Tax  Policy,  1945-1963 

Distribution  of  the  decreased  personal  tax  burden,  1945-1963 

The  end  of  World  War  II  properly  set  in  motion  the  trend  toward  tax 
reduction,  and,  despite  a  reversal  of  the  trend  during  the  Korean  war,  tax 
rates  were  very  much  lower  by  1963  than  in  1945.  How  the  decrease  in 
the  tax  burden  due  to  lower  tax  rates  was  distributed  may  be  shown  by 
examining  how  much  less  taxes  people  in  various  income  groups  are  esti- 
mated to  pay  in  1963  than  they  would  pay  in  1963  if  tax  rates  had  remained 
the  same  as  they  were  in  1945. 

For  1963,  as  shown  by  the  first  chart  following  this  chapter,  it  is  esti- 
mated that  those  with  incomes  under  $3,000  would  comprise  almost  33 
percent  of  all  tax  returns  filed,  but  would  receive  only  3.4  percent  of  the 
total  tax  cut  attributable  to  the  decreases  in  effective  tax  rates  (below  the 
1945  level).  The  12.29  percent  of  all  those  filing  returns  with  incomes  of 
$10,000  and  over  would  receive  57  percent  of  the  total  tax  cut  attributable 
to  the  decreases  in  tax  rates;  the  1.87  percent  with  incomes  of  $20,000  and 
over  would  receive  24.8  percent;  and  the  0.31  percent  with  incomes  of 
$50,000  and  over  would  receive  8.7  percent.  This  indicates  that  the  lower 
income  people,  relative  to  their  number,  enjoyed  a  much  smaller  share  of 
the  decrease  in  the  tax  burden,  while  the  higher  income  people  enjoyed  a 
much  larger  share.  In  other  words,  the  distribution  of  the  decrease  in  the 
tax  burden  was  regressive. 

Turning  to  the  effect  upon  a  taxpayer  at  a  given  income  level,*  the 
second  chart  following  this  chapter  shows  that,  comparing  1963  with  1945, 
the  $3,000  income  taxpayer  is  estimated  to  receive  a  70.9  percent  cut  in 
his  effective  tax  rate,  while  the  $200,000  income  taxpayer  would  receive 
only  a  19.1  percent  cut.  This  makes  it  appear  that  the  changes  were  very 
progressive.  But  looking  at  the  changes  in  disposable  (after-tax)  incomes, 
which  are  the  only  changes  of  practical  economic  or  social  significance,  the 
$3,000  income  taxpayer  is  estimated  to  enjoy  an  increase  of  only  5.2  per- 
cent in  his  disposable  income,  and  the  $5,000  income  taxpayer  only  a  4.8 
percent  increase;  the  $10,000  income  taxpayer  would  enjoy  a  6.7  percent 
increase;  the  $50,000  income  taxpayer,  26.7  percent;  the  $100,000  income 
taxpayer,  36.9  percent;  and  the  $200,000  income  taxpayer,  47.2  percent. 
It  is  thus  made  even  clearer  that  the  1945-1963  reductions  in  tax  rates 


*  Using  same  assumptions  as  to  family  size  and  deductions  as  in  previous  chapter. 
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were  highly  regressive  in  their  effects  upon  income  distribution. 

Some  may  argue  that  the  same  considerations  which  made  the  distri- 
bution of  the  increase  in  the  tax  burden  progressive  when  taxes  were  being 
sharply  increased  during  the  period  1939-1945  appropriately  made  the 
distribution  of  the  decrease  in  the  tax  burden  regressive  when  taxes  were 
sharply  reduced  during  the  period  1945-1963.  This  argument  would  be 
correct  only  if  the  distribution  of  the  total  Federal  personal  tax  had  become 
too  progressive  as  of  1945,  from  the  viewpoint  of  its  impact  upon  economic 
growth  and  incentives.  (It  was  certainly  not  too  progressive  from  the  view- 
point of  economic  and  social  justice,  considering  the  vast  disparities  in 
disposable  (after-tax)  incomes  even  in  1945,  and  the  many  millions  of 
families  and  individuals  still  living  in  poverty  and  deprivation.)  But,  as 
shown  in  the  previous  chapter,  the  distribution  of  the  tax  burden  as  of  1945 
was  entirely  consistent  with  our  fantastic  growth  achievements  and  high 
economic  incentives  during  World  War  II.  And  as  is  shown  subsequently 
in  Chapter  VII,  the  much  less  progressive  distribution  of  the  tax  burden 
more  recently  has  worked  against  adequate  economic  growth.  It  has  done 
this  mainly  by  creating  periodic  maladjustments  between  (a)  investment  in 
expanding  the  means  of  production  and  (b)  private  consumer  demand.  It 
follows  that  the  necessary  reduction  of  taxes  after  1945  should  not  have 
moved  so  far  in  the  direction  of  less  progressive  taxation. 


Changes  in  corporate  tax  treatment,  1945-1963 

The  Revenue  Act  of  1945  repealed  the  excess  profits  tax  as  of  Janu- 
ary 1,  1946,  and  also  reduced  the  corporate  surtax  rates.  The  1954 
Revenue  Act  permitted,  as  of  the  end  of  1953,  the  expiration  of  the  excess 
profits  tax  imposed  during  the  Korean  war.  The  same  Act  introduced  a 
liberalized  treatment  of  depreciation  allowances,  and  also  liberalized  some 
other  business  allowances.  This  trend  was  carried  considerably  further  by 
Congressional  and  Treasury  action  in  1962.  The  excessively  favorable  tax 
treatment  of  business  investment  and  its  consequences  are  discussed  fully 
in  Chapter  VII. 

But  it  should  be  noted  at  this  point  that,  even  in  early  1957,  when 
"overcapacity"  relative  to  demand  for  ultimate  products  was  abundantly 
apparent,  the  Administration  and  the  Federal  Reserve  System  both  urged 
restraint  upon  consumption  and  more  emphasis  upon  investment,  although 
the  portents  of  the  oncoming  recession  were  in  full  view.  The  further  tax 
concessions  to  investors  by  legislative  and  administrative  action  in  1962, 
while  not  yet  succeeeded  by  another  recession,  evidenced  a  similar  mis- 
placement of  emphasis. 
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Misinterpretation  of  consequences  of  1954  tax  reductions 

Some  analysts  say  that  the  tax  changes  of  various  sorts  contained  in 
the  Revenue  Act  of  1954,  when  combined  with  the  very  large  automatic 
reductions  of  tax  rates  in  1954  under  earlier  legislation,  contributed  might- 
ily to  the  economic  recovery  after  the  1953-1954  recession.  But  these 
analysts  overlook  that  the  deficiencies  in  the  tax  structure  after  1945  and 
on  into  1953  were  among  the  factors  inducing  this  recession.*  Further,  the 
deficiencies  in  the  tax  structure  from  1954  forward  (including  the  tax 
changes  in  that  year)  were  among  the  factors  which  prevented  the  recovery 
following  this  recession  from  bringing  us  back  at  any  time  to  conditions 
anywhere  near  maximum  employment  and  production.  Thus,  these  1954 
tax  changes,  even  while  they  gave  the  economy  a  temporary  "shot-in-the- 
arm,"  in  the  longer  run  were  not  of  the  type  suited  to  maintain  adequate 
economic  growth.  This  lesson  has  great  relevance  to  the  current  tax  pro- 
posal. To  illustrate,  although  we  had  a  big  upturn  in  1954-1955,  our  eco- 
nomic growth  rate  in  real  terms  was  only  2.1  percent  from  1955  to  1956, 
and  only  1.9  percent  from  1956  to  1957.  Thus,  the  assertion  by  the  Council 
of  Economic  Advisers  and  others  that  our  chronic  problem  of  an  inadequate 
growth  rate  commenced  in  1957  rather  than  in  1953  is  questionable.  And 
of  course,  deficiencies  in  the  tax  structure  continued  to  be  one  of  the 
important  factors  which  induced  (a)  the  recessions  of  1957-1958  and 
1960-1961,  and  (b)  our  very  unsatisfactory  growth  rates  even  during  the 
non-recessionary  periods  between  1958  and  1963. 

Summary  of  overall  effects  of  tax  trends,   1945-1963 

There  can  be  no  doubt  that  the  huge  tax  reductions  immediately  fol- 
lowing World  War  II,  coupled  with  the  tremendous  accumulation  of  savings 
which  resulted  from  the  method  of  financing  the  war  and  other  reconver- 
sion policies,  helped  very  much  in  smoothing  out  the  transition  from  war 
to  peace.  Even  so,  the  tax  changes  which  commenced  as  World  War  II 
ended  resulted  by  the  time  of  the  1954  tax  changes  in  a  tax  structure  ill- 
suited  to  our  economic  and  social  needs  during  the  past  decade. 

The  difference  between  the  tax  structure  from  1954  forward  through 
1963,  and  the  tax  structure  as  it  was  in  1945,  had  a  regressive  effect 
upon  income  distribution.  Especially  during  the  past  decade,  our  progress 
towards  reducing  poverty  and  deprivation  among  scores  of  millions  of 
Americans  has  slowed  down  to  a  snail's  pace.**     Our  rate  of  economic 


*  By  distorting  the  relationship  between  investment  and  consumption.  The  reces- 
sion of  1949  was  also  due  in  part  to  errors  in  national  economic  policy,  including  the 
regressive  trends  in  tax  policy  from  1945  forward. 

**  As  treated  more  fully  in  Chapter  V. 
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growth  during  the  most  recent  decade  has  been  abysmally  low,*  involving 
enormous  harm  to  our  private  and  public  priorities  at  home,  and  also 
serious  effects  upon  our  international  purposes  and  prestige.  Of  course, 
errors  in  many  other  national  economic  policies  besides  tax  policy  contrib- 
uted to  these  results.  Nonetheless,  the  trends  in  tax  policy  should  be  borne 
in  mind,  when  we  turn  to  consider  what  kind  of  changes  in  national  tax 
policy  we  need  now. 

Let  us  next  take  a  look  at  types  of  taxation  other  than  those  discussed 
in  this  chapter  and  the  preceding  chapter,  in  order  to  evaluate  the  economic 
and  social  significance  of  our  total  nationwide  tax  policies,  Federal,  State, 
and  local. 

The  two  following  charts  amplify  the  materials  in  this  chapter. 


As  detailed  in  Chapter  VI. 


22 


PERSONAL  TAX  CUTS,  1945-1963: 

Distribution  In  1963  Of  Total  Tax  Returns^ 
And  Of  Total  Federal  Tax  Cuts  Attributable  To  Tax  Rate  Decreases^ 

Under  $3,000  Income  $3,000-$5,000  Income 


328% 


3.4% 


Percent  of, 
Total  Returns '63 


Percent  of  Attributable 
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18.8% 
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$IO,000-$20,000  Income 


36.1% 


34.0% 


32.2% 


10.4% 


Percent  of 
Total  Returns,'63 


Percent  of  Attributable 
Tax  Cuts,  1963 


Percent  of 
Total  Returns,'63 


Percent  of  Attributable 
Tax  Cuts,  1963 


$20,000-$50,000  Income 


$50,000  And  Over  Income 


16  1% 


1.6% 


0.3% 


8.7% 

F 1 


Percent  of 
Total  Returns '63 


Percent  of  Attributable 
ToxCuts,l963 


Percent  of 
Total  Returns,'63 


Percent  of  Attributable 
Tax  Cuts,  1963 


$10,000  And  Over  Income 
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-!/ Percent  distribution  of  1963  tax  returns  (taxable  and  nontaxable)  by  income  group 
estimated  by  CEP  on  basis  of  Treasury  Dept.  data. 

-?/The  share  of  the  total  tax  decrease  applicable  to  the  adjusted  gross  income  of  each 
income  group  based  on  CEP  estimate  of  amount  of  taxes  which  would  have  been  paid  in 
1963  had  1945  rates  and  regulations  obtained  in  1963. 
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PERSONAL  TAX  CUTS,  1945-1963: 

Percent  Federal  Tax  Cut  And  Percent  Gain  In  After-Tax  Income 
Married  Couple  With  Two  Children  At  Various  Income  Levels-17 
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Tax  Cut  From  $59,625. To  $44,724.) 
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m  The  amount  of  Federal   tax,  as  applied  to  adjusted  gross  income,  was  estimated  for  1945 
by  CEP  and  for  1963  by  Treasury  Dept.    Both  estimates  assume  10  percent  deduction  for  taxes, 
interest,  contributions,  medical  care,  etc. 
Note:  Tax  rates  shown  are  effective  tax  rates. 
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V.  How  All  Taxes  At  All  Levels  Bear  Upon 
Incomes  And  Income  Distribution 

The  Federal  personal  income  and  corporate  tax  policies  just  discussed 
do  not  operate  in  an  isolated  compartment.  They  operate  in  the  same 
economy  as  other  types  of  taxes — Federal,  State,  and  local.  This  makes  it 
impossible  to  evaluate  the  Administration's  tax  proposal  without  looking  at 
these  other  types  of  taxes. 

When  this  is  done,  it  becomes  clear  that  we  live  under  an  entirely 
different  tax  system  than  is  apparent  from  looking  primarily  at  Federal  per- 
sonal and  corporate  tax  rates — different  especially  in  its  effects  on  incomes 
and  income  distribution,  both  of  which  are  at  the  heart  of  our  whole 
economic  problem. 

U.  S.  income  distribution  before  taxes 

In  1961,  as  shown  by  the  first  chart  following  this  chapter,  almost 
IO1/2  million  multiple-person  families  with  annual  incomes  under  $4,000 
and  4  million  unattached  individuals  with  annual  incomes  under  $2,000 — 
approximately  38  million  Americans,  or  about  one-fifth  of  a  nation — lived 
in  poverty.  Simultaneously,  as  shown  by  the  second  chart,  there  lived  in 
deprivation,  above  poverty  but  short  of  the  minimum  requirements  for  a 
moderately  adequate  budget,  almost  10%  million  families  with  incomes 
from  $4,000  to  just  under  $6,000,  and  more  than  2  million  unattached 
individuals  with  incomes  from  $2,000  to  just  under  $3,000 — about  39 
million  Americans,  or  more  than  one-fifth  of  a  nation. 

With  less  than  half  the  income  required  to  place  them  above  poverty, 
as  shown  on  the  same  chart,  there  were  3%  million  families  under  $2,000 
and  about  1%  million  unattached  individuals  under  $1,000 — in  the  neigh- 
borhood of  12  million  Americans.  At  the  opposite  extreme,  living  at  or 
above  what  might  be  called  the  affluent  level,  there  were  3i/2  million  fam- 
ilies with  incomes  of  $15,000  and  over,  and  about  one-half  million  unat- 
tached individuals  with  incomes  of  $7,500  and  over — in  the  neighborhood 
of  1 3  Ys  million  Americans,  or  about  7  percent  of  the  population.  A  small 
fraction  of  these  lived  in  wealth.* 

In  1961,  the  close  to  21  percent  of  the  American  people  who  lived 
in  poverty  received  less  than  7  percent  of  total  personal  income;  the  43  per- 


*  For  the  basis  of  these  income  categories,  and  a  full  discussion  of  the  subject, 
see  the  Conference  study,  Poverty  and  Deprivation  in  the  U.  S.,  April  1962. 

25 


cent  who  lived  in  poverty  or  deprivation  received  21  percent;  and  the  7  per- 
cent who  lived  in  affluence  or  wealth  nearly  24  percent. 

Recent  slowdown  in  reduction  of  poverty 

During  the  three  decades  1929-1960,  the  total  number  of  Americans 
living  in  poverty  was  reduced  at  an  average  annual  rate  of  2.2  percent. 
From  1935-1936  to  1947,  the  average  annual  rate  of  reduction  was  4.8 
percent,  due  to  the  permanent  economic  reforms  of  the  1930's  when  united 
with  the  transition  from  the  Great  Depression  years  to  the  great  economic 
expansion  of  the  World  War  II  era.  During  the  years  1947-1953,  also 
characterized  in  general  by  reasonably  high  economic  growth  and  employ- 
ment, the  average  annual  rate  of  reduction  was  2.7  percent.  But  during  the 
years  1953-1960,  marked  by  very  low  economic  growth  and  chronically 
rising  idleness  of  manpower  and  plant,  the  average  annual  rate  of  reduction 
in  the  total  number  of  Americans  living  in  poverty  dropped  to  1.1  percent. 
There  was  no  reduction  in  the  number  of  families  with  incomes  of  less  than 
half  the  amount  needed  to  lift  them  above  poverty,  and  practically  no  re- 
duction in  the  number  of  unattached  individuals  living  in  poverty.* 

The  period  of  reasonably  high  economic  growth  and  employment  from 
the  start  of  World  War  II  to  1953  showed  progressive  trends  in  income 
distribution.  But  during  the  period  of  low  economic  performance  1953- 
1960,  distribution  of  income  worsened  slightly.  The  shares  of  total  personal 
income  flowing  to  the  lowest  income  fifth  of  all  consumer  units,  to  the  sec- 
ond lowest,  and  to  the  third  lowest,  all  declined.  Meanwhile,  the  share  flowing 
to  the  two  highest  income  fifths  rose.  By  1961,  the  highest  5  percent  of  all 
consumer  units  received  almost  20  percent  of  total  personal  income,  or  very 
much  more  than  the  15  y2  percent  of  income  received  by  the  lowest  40 
percent  of  all  consumer  units  (families  and  unattached  individuals).** 

Effect  of  Federal  personal  income  tax  on  income  distribution 

The  progressive  nature  of  the  Federal  income  tax  has  meant  that  dis- 
tribution of  income  after  this  tax  has  been  more  favorable  to  the  bulk  of  the 
people  than  distribution  before  this  tax.  But  even  looking  at  the  after-tax 
picture,  as  shown  by  the  third  chart,  the  13.3  percent  of  all  consumer  units 
who  had  incomes  under  $2,000  in  1961  received  only  2.4  percent  of  total 


*  These  findings  take  account  of  changes  in  the  value  of  the  dollar,  and  thus  of 
the  changing  number  of  dollars  required  over  the  years  to  lift  people  above  the 
poverty  or  deprivation  level. 

*  *  These  data  are  consistent  with  those  earlier  cited,  as  measurement  by  con- 
sumer units  and  measurement  by  all  people  or  by  families  yield  somewhat  different 
distribution  pictures. 
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personal  income;  the  34.9  percent  under  $4,000  received  only  13  percent; 
the  13.9  percent  with  incomes  of  $10,000  and  over  received  34.6  percent; 
and  the  4.5  percent  with  incomes  of  $15,000  and  over  received  16.6  per- 
cent. And  this  takes  no  account  of  the  regressive  effects  of  other  types  of 
taxes,  shortly  to  be  discussed. 

Although  the  Federal  personal  income  tax  still  has  a  progressive  im- 
pact upon  income  distribution,  there  has  been  (as  indicated  earlier)  a 
marked  decline  in  the  degree  of  this  progressiveness — which  in  effect  is  a 
regressive  trend — during  the  years  after  World  War  II.  This  is  shown  by 
the  fourth  chart  following  this  chapter. 

In  examining  this  chart,  the  important  think  to  look  at  is  not  the 
changing  shares  of  total  personal  income  before  and  after  taxes  received  by 
taxpayers  at  various  income  levels  over  the  years.  For  these  changing 
shares,  in  their  entirety  before  taxes,  and  for  the  most  part  after  taxes,  are 
not  due  to  the  changes  in  tax  rates,  but  rather  to  the  changes  in  the  relative 
number  of  taxpayers  at  the  various  income  levels.  For  example,  as  incomes 
in  general  rise,  large  numbers  of  taxpayers  move  upward  in  the  income 
structure. 

The  important  thing  to  look  at,  in  measuring  the  effect  of  the  tax  rate 
itself  upon  income  distribution,  is  to  compare  the  changes  over  the  years  in 
the  ratio  between  the  after-tax  share  and  the  before-tax  share  of  total  per- 
sonal income  received  by  taxpayers  at  the  various  income  levels.  If  the 
effect  of  the  changes  in  tax  rates  is  to  increase  the  ratio  of  the  after-tax 
share  to  the  before-tax  share  received  by  low-  and  middle-income  taxpayers, 
and  to  decrease  the  ratio  of  the  after-tax  share  to  the  before-tax  share  re- 
ceived by  high-income  taxpayers,  the  changes  in  tax  rates  are  making  income 
distribution  more  progressive.  In  contrast,  if  the  effect  of  the  changes  in  tax 
rates  is  to  reduce  the  ratio  of  the  after-tax  share  to  the  before-tax  share  in 
the  case  of  low-  and  middle-income  taxpayers,  and  to  increase  the  ratio  of 
the  after-tax  share  to  the  before-tax  share  in  the  case  of  high-income  tax- 
payers, the  changes  in  tax  rates  are  serving  to  make  the  tax  system  less 
progressive,  and  are  therefore  moving  in  a  regressive  direction. 

In  1939,  taxpayers  with  incomes  under  $10,000  received  80.02  per- 
cent of  total  personal  income  before  taxes,  and  82.47  percent  of  total  per- 
sonal income  after  taxes.  In  1945,  taxpayers  with  incomes  under  $10,000 
received  86.03  percent  of  total  personal  income  before  taxes,  and  89.83 
percent  of  total  personal  income  after  taxes.  This  represented  a  progressive 
enlargement  in  the  ratio  of  the  after-tax  to  the  before-tax  share  of  low-  and 
middle-income  taxpayers.  In  1963,  taxpayers  with  incomes  under  $10,000 
are  estimated  to  receive  65.57  percent  of  total  personal  income  before 
taxes,  and  67.87  percent  of  total  personal  income  after  taxes.    This  repre- 
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sented,  in  1963  compared  with  1945,  a  regressive  reduction  in  the  ratio  of 
the  after-tax  share  to  the  before-tax  share  in  the  case  of  low-  and  middle- 
income  taxpayers.  Applying  the  current  tax  proposal  to  the  current  struc- 
ture of  returns  and  incomes,  taxpayers  with  incomes  under  $10,000  would 
receive  67.43  percent  of  total  income  after  taxes  without  the  reforms,  and 
67.75  percent  with  the  reforms,  thus  representing  a  slightly  further  re- 
gressive movement  toward  less  progressive  taxation. 

Sharply  in  contrast,  the  taxpayers  in  1939  with  incomes  of  $50,000 
and  over  received  5.13  percent  of  total  personal  income  before  taxes,  but 
only  3.41  percent  of  total  personal  income  after  taxes.*  By  1945,  the 
$50,000  and  over  group  received  3.29  percent  of  total  personal  income 
before  taxes,  but  only  1.70  percent  of  total  personal  income  after  taxes.** 
Thus,  the  tax  changes  from  1939  to  1945  were  serving  progressively  to 
reduce  greatly  the  ratio  of  the  high-income  taxpayer's  share  in  after-tax 
income  to  his  share  in  before-tax  income.  But  in  1963,  taxpayers  expected 
to  file  returns  with  incomes  of  $50,000  and  over  would  receive  an  estimated 
3.27  percent  of  total  personal  income  before  taxes,  and  2.45  percent  of 
total  personal  income  after  taxes.***  Thus,  the  changes  in  tax  rates  from 
1945  to  1963  served  regressively  to  increase  greatly  the  ratio  of  the  after- 
tax share  to  the  before-tax  share  in  the  case  of  high-income  taxpayers.  The 
current  tax  proposal  would  move  slightly  further  in  the  same  direction, 
when  there  is  need  for  a  sharp  reversal  of  the  trend  which  set  in  after  1945. 

The  regressive  nature  of  other  types  of  taxation — 
Federal,  State,  and  local 

Insufficient  research  into  the  impact  of  the  tax  system  as  a  whole  has 
resulted  in  a  woeful  scarcity  of  useful  data.  But  a  study  made  in  1955 
containing  estimates  for  the  year  1954  is  very  revealing.  The  fifth  chart 
shows  that  spending  units  with  incomes  below  $2,000  paid  on  the  average 
only  2.7  percent  of  this  income  in  the  form  of  the  Federal  personal  income 
tax.  But  they  paid  13.7  percent  in  the  form  of  total  Federal  taxes  (includ- 
ing excises  and  social  insurance  taxes  and  corporate  profits  taxes);  they 
paid  9.8  percent  in  the  form  of  total  State  and  local  taxes;  and  they  paid 
23.4  percent  in  the  form  of  all  taxes  at  all  levels.  Spending  units  with 
incomes  of  $10,000  and  over  paid  14  percent  of  their  incomes  for  Federal 
personal  income  taxes;  31.8  percent  for  total  Federal  taxes;  7.4  percent  for 


*  These  taxpayers  in  1939  were  only  0.15  percent  of  all  persons  filing  returns  in 
that  year. 

**  These  taxpayers  in  1945  were  only  0.09  percent  of  all  taxpayers  filing  returns. 

***  These  taxpayers  in  1963  are  estimated  at  0.31  percent  of  all  persons  filing 
returns  in  that  year. 
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total  State  and  local  taxes;  and  39.2  percent  for  all  taxes  at  all  levels.  The 
impression  that  one  would  get  when  contrasting  (1)  the  2.7  percent  figure 
with  the  14  percent  figure  (related  to  the  Federal  personal  income  tax)  is 
extraordinarily  different  from  the  true  picture  which  is  revealed  by  con- 
trasting (2)  the  23.4  percent  figure  with  the  39.2  percent  figure  (related  to 
all  taxes).  The  first  comparison  creates  the  impression  that  the  spending 
units  with  incomes  of  SI 0,000  and  over  pay  more  than  five  times  as  large 
a  part  of  this  income  in  taxes  as  the  spending  units  with  incomes  under 
$2,000.  But  taking  all  taxes  into  account,  the  higher  income  spending  units 
pay,  as  a  percentage  of  their  incomes,  only  about  two-thirds  more  in  taxes 
than  the  lower  income  spending  units.  For  the  groups  in  between  those 
with  incomes  below  $2,000  and  those  with  incomes  of  $10,000  and  over, 
the  data  on  the  same  chart  show  even  more  sharply  the  regressive  effects  of 
taxes  other  than  the  Federal  personal  income  tax.  It  should  be  noted  also 
that  total  State  and  local  taxes  are  highly  regressive,  with  a  smaller  portion 
of  income  being  paid  for  these  taxes  as  income  rises. 

The  sixth  chart  shows,  also  for  estimated  1954,  the  percent  of  total 
income  received  and  the  percent  of  total  taxes  paid  by  spending  units  within 
various  income  categories.  Looking  at  the  Federal  personal  income  taxes 
alone,  spending  units  with  incomes  below  $2,000,  receiving  6  percent  of 
total  personal  income,  paid  only  1.6  percent  of  such  taxes,  while  spending 
units  with  incomes  of  $10,000  and  over,  receiving  20  percent  of  total  in- 
come, paid  34.3  percent  of  such  taxes.  But  looking  at  total  taxes  of  all 
kinds,  the  spending  units  with  incomes  below  $2,000  paid  4.6  percent  of  all 
taxes,  while  the  spending  units  with  $10,000  and  over  paid  31.2  percent. 
These  data  show  that  taxes  in  addition  to  Federal  personal  income  tax  mul- 
tiplied almost  three  times  the  percent  of  total  taxes  paid  by  the  under-$2,000 
spending  units,  but  reduced  substantially  the  percent  of  total  taxes  paid  by 
the  $10,000  and  over  spending  units. 

Although  sufficiently  comprehensive  data  are  unavailable,  it  is  certain 
that  the  trends  since  1954  have  made  the  situation  much  worse  than  it  was 
then.  Practically  all  types  of  taxes  other  than  Federal  have  risen  greatly, 
and  practically  all  of  these  other  taxes  are  highly  regressive.  And  today, 
the  Federal  personal  income  tax  is  not  as  progressive  as  it  was  before 
the  1954  changes. 

Let  us  now  examine  our  poor  economic  performance  1953-1963,  as 
shaped  in  part  by  national  tax  policies  thus  far  depicted. 

The  next  six  charts  amplify  the  foregoing  discussion. 
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AMERICANS  LIVING  IN  POVERTY 
AND  THEIR  SHARE  OF  INCOME,  1961 


Annual  Incomes, Before  Taxes-v 
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-^  Includes,  in  addition  to  cash  income,  the  monetary  value  of  food  and 

fuel  produced  by  farm  families  for  their  own  use,  and  other  nonmoney  income. 

Data^Department  of  Commerce,  except  that  numbers  of  consumer  units  in  "under  $1,000"  and 

"$l,000-$l,999"  groupings  are  estimated  by  CEP  on  basis  of  Commerce  Department 

data  for  families  and  individuals  with  incomes  "under  $2,000". 

CEP  has  also  estimated  shares  of  income  for  "under  $1,000"  and  "$  1, 000  -$1,999  "groupings. 
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AMERICANS  LIVING  ABOVE  POVERTY 
AND  THEIR  SHARE  OF  INCOME,  1961 


Annual  Incomes,  Before  Taxes.!/ 


NUMBER  OF  CONSUMER  UNITS 


(In  Millions) 


MULTIPLE- PERSON  FAMILIES 


Deprivation  Deprivation 
10.3         Comfort 

77 

m. 


$4,000-     $6,000-     $7,500-    $15,000- 
$5,999        $7,499      $14,999      8  Over 


UNATTACHED  INDIVIDUALS 


Comfort     Comfort- 
Deprivation    j^      Affluence   Aff|uence 

or  Wealth 

.5 
L-  ■  ■  ■  -1 


2  I 


1.3 


$2,000-    $3,000-     $5,000-    $7,500- 
$2,999       $4,999       $7,499        8  Over 


PERCENTAGE  DISTRIBUTION 


MULTIPLE-PERSON  FAMILIES 

\.  • .  • .  i  Percent  of  All  Families 
i       i  Share  of  Total  Income  of  All  Families 
39  8% 


308% 


11 


1% 


m 


166% 
14  4%  mi  44% 


24  2% 


77% 


$4,000-     $6,000-    $7,500-   $15,000- 
$5,999       $7,499     $14,999      8  Over 


UNATTACHED  INDIVIDUALS 

r~~H  Percent  of  All  Individuals 

F^T?*  Share  of  Total  Income  of  All  Individuals 


33.3% 


28.4% 


19.0° 


14.31 


21.5% 


12.0% 


19.8% 


4.9% 


$2,000-    $3,000-    $5,000-    $7,500- 
$2,999      $4,999      $7,499      8  Over 


-!/  Includes  in  addition  to  cash  income,  the  monetary  value  of  food  and  fuel  produced  by  farm  families 
for  their  own  use,  and  other  nonmoney  income. 

Data:  U.  S  Dept.  of  Commerce  (O.B.  E. 
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DISTRIBUTION  OF  PERSONAL  INCOME 
OF  ALL  CONSUMER  UNITS,  1961 

Income, Before  Federal  Income  Tax,Of  Families  &  Unattached  Individuals17 

V777A  Percent  of  All  Consumer  Units  E33  Share  of  Total  Income  of  All  Consumer  Units 


36.1% 


n 


19.4% 


12.5% 


2.0% 


8.6% 

EI 


29.6% 


14.7% 


1 8.3%       18.9% 
110% 


22.6% 


6.3% 


(Cumulative) 


82.7% 


93.7% 


77.4% 


Under     $2,000-   $4,000-    $7,500-  $10,000-  $15,000- 
$2,000   $3,999     $7,499      $9,999     $14,999      8  Over 


Under       Under       Under       Under 
$4,000     $7,500     $I0P00    $15,000 


Income.After  Federal  Income  Tax,Of  Families  &  Unattached  Individuals 

Z777A  Percent  of  All  Consumer  Units  fW3  Share  of  Total  Income  of  All  Consumer  Units 


83.4% 


(Cumulative) 


95.5% 
86.1%        H 


Under      $2,000    $4,000     $7,5000  $10,000    $15,000  Under       Under       Under       Under 

$2,000     $3,999     $7,499     $9,999     $14,999      8 Over  $4,000     $7,500     $10,000    $15,000 

-!/ Includes, in  addition  to  cash  income, the  monetary  value  of  food  and  fuel  produced  by  farm 

families  for  their  own  use,  and  other  nonmoney  income. 
Data:  U.S.  Dept.  of  Commerce  (O.B.E.) 
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EFFECT  OF  FEDERAL  INCOME  TAX 

ON  INCOME  DISTRIBUTION,  1939/45  8 '63 

AND  UNDER  ADMINISTRATION'S  PROPOSAL 


V///\  Percentage  of  all  personal  tax  returns-^ 

3  Percentage  of   total  before-tax  personal  income-^ 
KVxl  Percentage  of  total  after-tax  personal  income-^ 


UNDER  $5,000  INCOME 


66.05  68_3 


583   8000 


L. 


(Percent  of  Total  After-Tax 
Personal  Income)!/ 


51  63 

0 


21.22  22.66 

mm. 


22.59 


22.36 


1963 


Administrations  Proposals 
With  Reforms  Without  Reforms 


97.31 

n  80  02  82  47 

m  F3 


-j 


UNDER  $10,000  INCOME 


rn   86.03  89.83        87.71 


65.57  6787 


(Percent  of  Total  After -Tax 
Personol  Income)  2/ 
67.75  67.43 


1939 


1945 


Administrations  Proposals 
With  Reforms  Without  Reforms 


$10,000  AND  OVER  INCOME 


(Percent  of  Total  After-Tox 
Personal  Income)  2/ 


3443  32.13 


,  fi9  '9^8  1753  1397    ,0.,7  12  29  E 

1939  1945  1963 


32.25 


32.57 


Administration's  Proposals 
With  Reforms  Without  Reforms 


$20,000  AND  OVER  INCOME 


(Percent  of  Total  After-Tax 
Personal  Income)  1/ 


.84  'r^  ^         o.50    82°    5.20 


11.30    9.55 


9.67 

JZZZL 


9.93 

vim 


1963 


Administration's  Proposals 
With  Reforms  Without  Reforms 


$50,000  AND  OVER  INCOME 


(Percent  of  Total  After-Tox 
Personol  Income)  2/ 


015    5.13    3.41  0.09   3  29     1.70  0.31     3.27     2.45 


2.64 


1939 


1945 


1963 


Administrations  Proposals 
With  Reforms  Without  Reforms 


■^  1939  and  1945,  U.S.  Treasury  Dept.  data  for  all  returns  (taxable  and  nontaxable). 
1963  based  on  estimated  taxable  returns  as  reported  in  President's  1963  Tax  Message, 
and  CEP  estimated  nontaxable  returns.  Adjusted  gross  income. 
^/Estimated  by  applying  proposed  1965  tax  rates  to  the  returns  and  incomes  as  of  1963. 
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TAXES  PAID  BY  SPENDING  UNITS^ 
AT  VARIOUS  INCOME  LEVELS,  1954 

Taxes^Shown  As  Percent  Of  Income^ 

0- $2,000  Income  $2,000-$2,999  Income 


23.4% 


13.7% 


2.7% 

MZSL 


9.8% 


Fed.Pers.       Total  Fed.     Total  State     Totol  Taxes 
Income  Tax        Taxes       8  Locol  Toxes  All  Levels 


16.1% 


4.7% 


94% 


25.5% 

I 


Fed  Pers        Total  Fed      Total  State     Total  Taxes 
Income  Tax         Taxes       8  Local  Taxes  All  Levels 


$3,000-$3,999  Income 


$4,000-^4,999  Income 


18.0% 


26.8% 


7.6% 


8  8% 

CZLi 


Fed  Pers.       Totol  Fed.     Totol  State     Totol  Taxes 
Income  Tax        Taxes       8  Local  Taxes  All  Levels 


Fed  Pers        Total  Fed      Total  State     Total  Toxes 
ncome  Tax        Taxes       8  Local  Taxes  All  Levels 


$5,000-$7,499  Income 


$7,500-$9,999  Income 


28.9% 


30.8% 


20.5% 


10.6% 


8.4% 


22.6% 


13.2% 


8.2% 


Fed.Pers.       Totol  Fed.     Total  Stote     Total  Taxes 
Income  Tax        Taxes       8  Local  Taxes  All  Levels 


Fed.Pers        Total  Fed.     Total  State     Totol  Taxes 
Income  Tax         Taxes       8  Local  Taxes  All  Levels 


$10,000  And  Over  Income 
31.8% 


All  Income  Brackets 


14.0% 

1 


22.0% 


74% 


9.9% 


8.4% 


Fed.Pers.       Total  Fed.      Total  State     Totol  Taxes 
ncome  Tax        Taxes       8  Local  Taxes  All  Levels 


Fed.Pers.       Totol  Fed.     Total  State     Total  Toxes 
Income  Tax        Toxes       8  Local  Taxes  All  Levels 


-^Spending  units  include  families  plus  unattached  individuals. 

-^Federal  taxes  include  personal  income,  corporate  profits,  excises  and  social  insurance 
taxes.  State  and  local  taxes  include  personal  income,  excise,  sales,  and  property  taxes. 

-^Adjusted  money  income  and  non-money  income. 

Data:  Estimates  by  R.  Musgrave,  in  Nov.  9, 1955  publication  of  Joint  Economic  Committee. 
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INCOMES^AND  TAXES^OF  SPENDING  UNITS1' 
AT  VARIOUS  INCOME  LEVELS,  1954 

Percent  Of  Total  Income  Received  By,  And  Percent  Of  Each  Type  Of  Tax 
Paid  By, Spending  Units  At  Various  Income  Levels 


0-$2,000  Income 


6% 


.6% 


3.7% 


6.9% 


4.6% 


Income  os  % 


Percent  of 


of  Totol  Income    Fed.Pers.    Total  Fed     TotolStote      Totol 
Income  Taxes     Taxes     8  Local  Taxes     Taxes 


$2, 000 -$2,999  Income 


8% 


Income  as  % 


3.7% 


5.6% 


8.5% 


6.4% 


Percent  of  ■ 


of  Total  Income    Fed.Pers.    Total  Fed.    Total  Sfate      Total 
IncomeTaxes    Taxes    a  Local  Taxes    Taxes 


$3,000-$3,999  Income 


$4,000-$4,999  Income 


13% 


80% 


97% 


13.0% 


10.6% 


14% 


10.2%       109% 


13.9% 


11.8% 


J 


Income  os  % 


Percent  of 


of  Total  Income    Fed  Pers     Total  Fed     TotolStote      Total 
IncomeTaxes     Taxes     8  Local  Taxes     Taxes 


Income  os%    v Percent  of  — 

of  Totol  Income    Fed.Pers.    Total  Fed.    TotolStote      Totol 
IncomeTaxes     Taxes     8  Local  Taxes     Taxes 


$5,000-$7,499  Income 


$7,500-$9,999  Income 


283% 


Si 


24.4% 


26.3%     24.9% 


. 1 


11% 


13.9% 


^ 


^ 


107%       io.|%      10.5% 


J 


Income  os  % 
of  Total  Income 


Fed  Pers 
IncomeTaxes 


Percent  of 

Totol  Fed     TotolStote      Totol 
Toxes     SLocolToxes     Toies 


Income  os  % 


Percent  of 


of  Totol  Income    Fed.Pers.    Totol  Fed.    TotolStote 
IncomeTaxes     Taxes     8  Local  Taxes 


Totol 
Taxes 


$10,000  And  Over  Income 
35.0% 


100% 


31.2% 


21.3% 


All  Income  Brackets 
100%       100%       100% 

m  m 


100% 


Income  os%   / Percent  of 

of  Total  income    Fed  Pers     Totol  Fed     TotolStote      Total 
IncomeTaxes     Taxes     SLocolToxes     Taxes 


Income  os%    / Percent  of 

ofTotollncome    Fed.Pers.    Totol  Fed.    TotolStote 
IncomeTaxes     Taxes     8  Local  Taxes 


Total 
Taxes 


-!/  Distribution  of  total  income  by  income  levels,  money  income.  Other  income  data 
include  adjusted  money  income  and  non-money  income. 

-2/ Federal  taxes  include  personal  income,  corporate  profits,  excises  and  social  insurance 
taxes  State  and  local  taxes  include  personal  income,  excise,  sales,  and  property  taxes. 

-^Spending  units  include  families  plus  unattached  individuals. 

Data:  Income  distribution  of  total  income  by  spending  units,  Michigan  Survey  Research 
Center  Study,  Fed  Res.  Bulletin,  June  1956.  Tax  payments  estimated  by  R.  Musgrave, 
in  Nov.  9, 1955,  publication  of  Joint  Economic  Committee. 
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VI.  Our  Poor  Economic  Performance,  1953-1963 

The  very  low  economic  growth  rate  to  date 

The  past  decade  to  date  has  shown  a  consistent  pattern  of  recessions, 
upturns  insufficient  to  restore  maximum  prosperity,  and  periods  of  stagna- 
tion or  low  economic  growth  leading  into  the  next  recession. 

In  consequence,  as  shown  by  the  first  chart  following  this  chapter,  our 
average  annual  rate  of  economic  growth  in  real  terms  was  only  2.7  percent 
during  1953-1962.  This  contrasts  very  sharply  with  an  average  ranging 
from  above  4  percent  to  close  to  5  percent  during  various  relevant  periods 
since  World  War  1.  Even  during  the  forty-year  period  1922-1962  as  a 
whole  (excluding  depression  and  war  eras),  the  average  was  3.7  percent. 
And  the  average  annual  growth  rate  now  required  to  maintain  maximum 
resource  use  from  year  to  year,  once  it  has  been  achieved,  is  in  the  neigh- 
borhood of  5  percent.  This  is  because  the  growth  rate  must  be  high  enough 
to  absorb  (a)  the  growth  in  the  civilian  labor  force,  which  will  be  unusually 
rapid  in  the  years  immediately  ahead  because  of  the  unusually  high  birth 
rate  following  World  War  II,  and  (b)  the  growth  rate  in  productivity  or 
output  per  man-hour  worked,  which  leads  to  a  reduction  in  total  employ- 
ment unless  total  output  (by  which  economic  growth  is  measured)  expands 
rapidly  enough.  The  new  technology  and  automation  is  causing  this  pro- 
ductivity to  rise  much  more  rapidly  than  in  earlier  times. 

Moreover,  the  growth  rate  from  year  to  year  until  maximum  resource 
use  is  achieved  must  be  very  much  higher  than  5  percent,  or  somewhere  in 
the  neighborhood  of  8  percent,  starting  from  a  base  when  idle  plant  and 
manpower  are  as  high  as  now.  This  is  because  this  growth  rate  must  be  high 
enough,  not  only  to  absorb  the  growth  in  the  labor  force  and  in  productivity 
from  year  to  year,  but  also  to  take  up  the  excessive  amount  of  unemploy- 
ment and  idle  plant.  The  same  chart  also  shows  that  the  most  recent  eco- 
nomic upturn,  still  in  process,  has  exhibited  an  unusually  low  growth  rate 
for  a  recovery  period.  Contrasted  with  7.8  percent  during  1954-1955,* 
and  6.7  percent  during  1958-1959,**  the  rate  was  only  5.4  percent  during 
1961-1962,***  only  3.3  percent  from  first  quarter  1962  to  first  quarter 
1963,  and  only  4.1  percent  (at  a  seasonally  adjusted  annual  rate)  during 
the  much-heralded  quickening  of  the  upturn  from  fourth  quarter  1962  to 
first  quarter  1963.  Even  the  most  optimistic  forecasts  do  not  indicate  for 
the  foreseeable  future  a  sufficient  growth  rate  to  reduce  idle  manpower  and 
plant  much  below  current  levels;  most  forecasts  expect  unemployment  to  rise. 


:|:  Following  the  recessionary  period  1953-1954. 
**  Following  the  recessionary  period  1957-1958. 
?**  Following  the  recessionary  period   1960-1961 
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The  chronic  rise  of  unemployment  is  still  continuing 

Indeed,  as  shown  by  the  second  chart,  the  chronic  rise  of  unemploy- 
ment has  continued  in  1963.  In  1953,  although  a  recession  started  shortly 
after  mid-year,  full-time  unemployment  was  only  2.9  percent  of  the  civilian 
labor  force.  Looking  only  at  some  of  the  subsequent  years  in  which  there 
was  no  recessionary  movement,  unemployment  so  measured  was  4.4  per- 
cent in  1955,  5.4  percent  in  1959,  5.5  percent  in  1962,  and  an  average  of 
5.7  percent  (seasonally  adjusted)  during  the  first  four  months  of  1963.  It 
rose  to  5.8  percent  in  May,  1963.*  Taking  into  account  (a)  the  full-time 
equivalent  of  part-time  employment,  and  (b)  the  concealed  unemployment 
resulting  from  a  growth  in  the  labor  force  repressed  by  inadequate  job 
opportunity,  the  true  level  of  unemployment  (seasonally  adjusted)  aver- 
aged 9.4  percent  of  the  civilian  labor  force  during  the  first  four  months 
of  1963. 

The  gap  between  actual  and  maximum  production 
is  still  increasing 

As  shown  on  the  same  second  chart,  there  has  also  been  a  chronic  rise 
in  the  gap  between  actual  production  and  maximum  production.  Measured 
in  uniform  1962  dollars,  this  production  gap,  nominal  in  1953,  rose  to  2.8 
percent  of  maximum  production  in  1955,  9.2  percent  in  1959,  11.6  percent 
in  1962,  and  a  seasonally  adjusted  annual  rate  of  11.9  percent  in  first  quar- 
ter 1963  (when  actual  production  was  running  at  a  seasonally  adjusted 
annual  rate  76.4  billion  dollars  below  maximum  production).** 

The  staggering  losses  suffered  over  the  decade 

As  shown  by  the  third  chart,  for  the  period  from  the  beginning  of 
1953  through  first  quarter  1963,  total  man  years  of  employment  were  27% 
million  lower,  and  total  national  production  (measured  in  uniform  1962 
dollars)  about  439  billion  dollars  lower,  than  if  we  had  maintained  the 
maximum  prosperity  which  is  our  declared  national  objective  under  the 
Employment  Act.  These  losses  have  impacted  substantially  upon  prac- 
tically all  groups.   But  unemployment  has  hit  hardest  the  young  people,  the 


*  These  percentages  in  some  instances  are  very  slightly  less  than  those  in  the 
official  Government  reports,  as  this  study  estimates  a  civilian  labor  force  augmented 
by  the  estimated  amount  of  concealed  unemployment. 

*  *  For  a  full  explanation  of  why  Conference  studies  estimate  the  production  gap 
at  far  higher  levels  than  the  estimates  of  the  Council  of  Economic  Advisers,  see 
especially  Chapter  V  of  the  Conference  study,  Jobs  and  Growth,  May  1961. 
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older  workers,  and  the  Negro.  Meanwhile,  the  adverse  effects  of  low  eco- 
nomic growth  upon  tax  collections  at  all  levels  of  government,  at  any  given 
tax  rates,  have  led  to  the  progressive  undernourishment  of  essential  domestic 
public  programs  which  also  enter  into  living  standards  and  economic  and 
human  progress. 


Losses  in  future,  if  the  low  growth  rate  persists 

The  third  chart  estimates  also  the  losses  which  we  shall  suffer  in  the 
years  shortly  ahead,  if  our  economic  growth  rate  is  not  lifted  far  above 
what  seems  likely  under  policies  now  under  active  consideration.  If  the  low 
growth  rate  averaged  in  recent  years  should  persist,  the  four-year  period 
1963-1966  as  a  whole  would  register  an  estimated  16  million  fewer  man- 
years  of  employment  opportunity,  and  an  estimated  276  billion  dollars  less 
of  total  national  production,  than  would  be  yielded  over  the  same  period'by 
sustained  maximum  employment  and  production.  The  average  American 
family,  for  the  four-year  period  as  a  whole,  would  forfeit  about  $6,800  i1 
family  income. 

The  three  following  charts  amplify  this  discussion. 
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GROWTH  RATES,  U.S.  ECONOMY,  1922-1963 

Average  Annual  Rates  Of  Change  In  Gross  National  Product 
In  Uniform  1962  Dollars 


H 


LONG-TERM  RECORD,  1922-1962 


Long-Term 


Long-Term 
"Historic" 
(Excluding  Depressions 
And  War  Eras) 


Post  Post  Period  of  Post 

World  War  I  World  War  H         Peace  And  War  Korean  War 


'Historic 
3  5% 

3.7% 

4.6% 

4.2% 

4.8% 

z.r/o 

1922-62 


1922-62 
(EkI.I929-'47 
and  1950-52) 


1947-50 


1947-53 


1953-62 


RECESSIONS,  BOOMS,  STAGNATIONS,  1953-1963 


7.8% 


1953-54 


6.7% 


21%      1.9% 

a 


2nd  Qtr  I960 
2.6%       .go/       l8fQ"'96l 
P777*       '-LI  (Seasonally 
{/%j  AnnuolRate) 


5.4% 


J      1954-55    1955-56    1956-57       l?2d      1958-59    1959-60    1960-61 
■  2.0%  -1-5% 


3.3% 


•2.4% 


1961-62     1st  Qtr  1962- 
Ist  Qtr  1963 


SHORT-TERM  RECORD.Ist  QUARTER  1961 -1st  QUARTER  1963 


1 1.5% 


90% 


>.l% 


■ 


L. 


3.5% 


3.1% 


4.6% 


—, 


1.2% 


4.1% 


1st  Qtr  1961- 

2nd  Qtr  1961 


2nd  Qtr  I96+-    3rd  Qtr  1961-      4th  Qtr  1961-      1st  Qtr  1962-    2nd  Qtr  1962-  3rd  Qtr  1962-    4th  Qtr  1962- 

3rd  Qtr  1961      4th  Qtr  1961       1st  Qtr  1962     2nd  Qtr  1962     3rd  Qtr  1962    4th  Qtr  1962      1st  Qtr  1963 


BOOM  AGAIN  FOLLOWED  BY  STAGNATION  1961-1963 


(Seasonally  Adjusted  Annual  Rates-12  Month  Trends) 


7.7% 


6.2% 

1 


4.9V, 

1 


3.17. 


i 


l 


3.3% 


1st  Qtr  1961- 
Ist  Qtr  1962 


2nd  Qtr  1961- 
2ndQtrl962 


3rd  Qtr  1961- 
3rd  Qtr  1962 


4th  Qtr  1961- 
4th  Qtr  1962 


1st  Qtr  1962 
1st  Qtr  1963 
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CHRONIC  RISE  OF  IDLE  MANPOWER 
AND  OF  IDLE  PLANT,  1953-1963^ 


(Total  True  Level,  1953-  1st  4  Mos.  63 
57  Million  Man  Years^) 


Concealed 
Unemployment 


True  Unemployment 


U 


Full-Time  Equivalent  of 
Part-Time  Unemployment 

\       4.6 


5.9 


3.2 


0.4 


.09, 

1 


\ 


6.8 


\ 


6.9 


09 


3-6  ^23 

ft 


— 1 

„l.4 

\ 


-*-^~ 


15 


% 
^4.2: 
Full-Time 
Unemployment 
Bfigfl 


1953       1955       1959 


1962    1st  4  Months 
1963 
(Seasonally  Adj.) 


Full-Time  Equivalent  of 
Part-Time  Unemployment 
6.9% 


True  Unemployment 

Concealed      ,  \ 

Unemployment-'-.  ocy     * 


9.4% 


1953       1955        1959 


Unemployment 


1962    1st  4  Months 
1963 
(Seasonally  Adj.) 


(Total  Deficiency:  1953- 1st  Qtr.  1963: 
$439  Billion) 

Maximum  _ 
Production-' 
Deficiency  ^626.7      ^8 

In  Production         553.5 


1953       1955       1959 


1962  1st  Qtr.  1963 
(At  Annual  Rate 
Seasonally  Adj.) 


2.8% 


0.3% 


11.6% 


11.9% 


9.2% 


1953        1955 


1959 


1962  1st  Qtr.  1963 
(At  Annual  Rate 
Seasonally  Adj.) 


-*  Except  for  the  base  year  1953,  no  year  during  which  a  recession  was  in  process  is  included. 

— /  About  29.5  million  man-years  of  unemployment  (true  level)  would  have  been  consistent 
with  maximum  employment. 

-/  Estimated  as  the  difference  between  the  officially  reported  civilian  labor  force  and  its  likely  size 
under  conditions  of  maximum  employment. 

— I  In  deriving  these  percentages,  the  civilian  labor  force  is  estimated  as  the  officially 
reported  civilian  labor  force  plus  concealed  unemployment. 

—'Based  upon  sufficient  annual  rate  of  growth  in  G.N.P.  to  provide  full  use  of  growth  in 
labor  force,  plant  and  productivity  under  conditions  of  maximum  employment 
and  production. 
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DIFFERENCES  BETWEEN  ACTUAL  GNP  AND 

GNP  GROWING  AT  OPTIMUM  RATE 

1953- 1st  QUARTER  1963 


Dollar  figures  in  1962  dollars 


MAN  YEARS 
OFEMPLOYMENT 


27.5  Million 
Too  Low 


TOTAL 

NATIONAL 

PRODUCTION 

(SNP) 


-'£%& 


$439  Billion 
Too  Low 


PRIVATE 

BUSINESS 

INVESTMENT 

( Incl.  Net  Foreign) 


$110  Billion 
Too  Low 


PRIVATE 
AND  PUBLIC 
CONSUMPTION 


$329  Billion^ 
Too  Low 


AVERAGE 
FAMILY  INCOME 

(Multiple-Person  Fomilies) 


$6,800 
Too  Low 


DIFFERENCES  BETWEEN  OPTIMUM  AND 
LOW  ECONOMIC  GROWTH  RATES,  1963-1966 


foce-  Difference  in  1966;    Italics-Difference  for  four  year  period  as  a  whole 
Dollar  figures  in  1962  dollars 


MAN  YEARS 
OF  EMPLOYMENT-^ 


6.0  Million 
16.0  Million 


OF  UNEMPLOYMENT 


3.7  Million 
9.9  Million 


TOTAL 

NATIONAL 

PRODUCTION 

(GNP) 


$107  Billion 
$276  Billion 


PRIVATE 

BUSINESS 

INVESTMENT 

(Incl.  Net  Foreign) 


$32  Billion 

$83Billion 


PRIVATE 

AND  PUBLIC 

CONSUMPTION 


$75  Billion 
$/93Bi//iorr/ 


AVERAGE 
FAMILY  INCOME 

(Multiple-Person  Families) 


$1,200 
$3,600 


If 


Includes  personal  consumption  expenditures  plus  government  (Federal, state,  and  local) 

expenditures.  (  286  and  43  billions,  respectively). 
—  High  growth  rate  would  draw  more  persons  into  the  labor  market  than  low  growth  rate. 
—'Includes  personal  consumption  expenditures  plus  government  (Federal,  state,  and  local 

government  expenditures).  (159  and  34  billions,  respectively). 
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VII.  The  Reasons  For  The 
Poor  Economic  Performance 

The  deficiencies  in  private  consumer  expenditures  rank  first 

When  actual  production  of  goods  and  services  for  a  decade  runs 
persistently  lower  than  our  productive  capabilities,  it  must  be  because 
the  total  demand  for  goods  and  services  falls  seriously  short  of  the  amounts 
required  to  use  these  productive  capabilities  fully.  By  comparing  actual 
developments  during  the  past  decade  with  a  balanced  "model"  representing 
the  conditions  needed  for  maximum  performance,  it  is  feasible  to  detect 
with  workable  accuracy  what  went  wrong. 

The  largest  deficiency  in  total  demand  has  been  in  the  sector  repre- 
sented by  private  consumer  expenditures.  As  shown  by  the  first  chart 
following  this  chapter,  the  estimated  average  annual  deficiency  in  total 
national  production  (measured  in  uniform  1962  dollars)  from  the  begin- 
ning of  1953  through  first  quarter  1963  was  42.8  billion  dollars.  Of  this, 
the  average  annual  deficiency  in  private  consumer  expenditures  was  about 
27.8  billion.  In  first  quarter  1963  (seasonally  adjusted  annual  rate),  the 
deficiency  in  total  national  production  was  76.4  billion,  and  in  consumer 
expenditures  55.7  billion.* 

The  chart  also  shows  that  the  growing  deficiencies  in  private  consumer 
spending  have  resulted  primarily  from  inadequacies  in  total  consumer 
disposable  (after-tax)  income.  The  distribution  of  disposable  consumer 
income  also  has  an  important  bearing  upon  the  important  relationship 
between  consumer  spending  and  saving  for  investment  purposes,  as  low- 
and  middle-income  families  spend  a  much  larger  percentage  of  their 
incomes  than  higher  income  families. 

The  deficiencies  in  public  outlays 

Deficiencies  in  demand  in  the  form  of  public  outlays,  averaging  more 
than  4  billion  dollars  a  year  for  the  decade,  were  far  more  serious  than  the 
bare  figures  indicate,  because  each  dollar  of  public  outlays  has  a  "multi- 
plier" effect  upon  private  consumer  spending  and  private  investment.  And 
the  Federal  Government  was  responsible  for  all  these  deficiencies;  the 
States  and  localities  have  been  lifting  their  outlays  and  debts  at  a  rapid 
rate,  measured  against  their  taxing  powers  and  borrowing  capabilities.** 


*  These  figures  and  many  others  are  stated  so  precisely  because  they  are  drawn 
from  a  balanced  and  internally  consistent  "model."  Otherwise,  these  precise  figures 
are  intended  merely  to  indicate  reasonable  approximations. 

**For  more  details,  see  Chapter  X. 
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The  deficiencies  in  private  investment  and  their  cause 

Private  investment  also  creates  demand  for  goods  and  services,  and 
adds  to  employment  and  economic  growth.  The  deficient  levels  of  private 
and  public  demand  for  ultimate  products  exerted,  from  time  to  time,  a 
very  discouraging  effect  upon  private  investment  in  expanding  the  means  of 
production.  In  consequence,  for  the  decade  viewed  as  a  whole,  this  type 
of  private  investment  was  much  too  low.  For  the  period  from  the  begin- 
ning of  1953  through  first  quarter  1963,  as  shown  by  the  second  chart 
following  this  chapter,  there  was  an  average  annual  deficiency  of  5.1  billion 
dollars  in  private  investment  in  plant  and  equipment  (this  being  the  type 
of  private  investment  which  accounts  for  most  of  the  expansion  in  the 
means  of  production).  But  this  deficient  average  for  the  decade  as  a 
whole  resulted  from  the  sharp  periodic  investment  cutbacks  leading  into 
the  recessionary  periods.  And  these  cutbacks  occurred  because  of  the 
confirmed  tendency  of  private  investment  in  expanding  the  means  of  pro- 
duction far  to  outrun  the  demand  for  ultimate  products,  and  thus  to  create 
serious  "overcapacity,"  during  the  so-called  "boom"  periods. 

This  is  clearly  illustrated  on  the  same  chart.  During  the  "boom" 
period  preceding  the  1957-1958  recession,  private  investment  in  plant  and 
equipment  advanced  more  than  three  times  as  rapidly  as  the  demand  for 
ultimate  products  (composed  of  both  private  consumption  and  public 
outlays).  During  the  "boom"  period  preceding  the  1960-1961  recession, 
this  type  of  investment  advanced  considerably  more  than  four  times  as 
rapidly  as  demand  for  ultimate  products.  Comparing  the  second  half  of 
1962  with  the  first  half  of  1961,  investment  in  plant  and  equipment 
advanced  at  an  annual  rate  of  7.6  percent,  or  more  than  50  percent  faster 
than  the  5  percent  advance  in  the  demand  for  ultimate  products.  And 
from  first  quarter  1962  to  first  quarter  1963,  investment  in  plant  and 
equipment  (even  while  restrained  by  the  persistent  amount  of  "over- 
capacity") increased  5.1  percent,  while  the  demand  for  ultimate  products 
increased  only  4.3  percent. 

Detailed  examination  of  price-profit-investment  trends 

As  shown  in  the  third  chart  following  this  chapter,  very  large  price 
increases,  and  still  larger  increases  in  profits  after  taxes,  fed  the  extreme 
investment  "boom"  during  the  period  preceding  the  1957-1958  recession — 
a  "boom"  which  carried  this  investment  further  and  further  out  of  line 
with  the  demand  for  ultimate  products.  The  fourth  chart  shows  how  a 
relatively  excessive  and  therefore  nonsustainable  investment  "boom"  in 
plant  and  equipment  occurred  again  before  the  1960-1961  recession,  de- 
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spite  substantially  reduced  prices  and  profits — albeit  from  levels  that  were 
too  high.  This  demonstrates  again  that  the  main  influence  upon  this  type 
of  investment  is  not  trends  in  prices  and  profits  after  taxes,  short  of  drastic 
developments  which  have  not  even  threatened.  The  dominant  influence, 
rather,  is  investor  appraisal  with  respect  to  current  and  prospective  levels 
of  demand  for  ultimate  products. 

The  fifth  chart  shows  that,  despite  slightly  declining  prices,  profits 
after  taxes  rose  very  fast  during  the  period  from  first  quarter  1961  through 
fourth  quarter  1962  (no  adequate  comparable  profit  data  are  yet  available 
for  the  still  later  period).*  Investment  in  plant  and  equipment  in  general 
(though  not  in  all  instances)  advanced  considerably  less  than  profits.  This 
demonstrates  once  again  that  even  very  large  improvements  in  profits  do 
not  spark  a  corresponding  investment  enthusiasm  in  the  face  of  (a)  serious 
plant  "overcapacity"  which  has  persisted  for  a  long  time  and  (b)  the 
unlikelihood  of  enough  expansion  of  demand  for  ultimate  products  to  take 
up  the  slack.  But  even  during  this  most  recent  period,  the  rate  of  invest- 
ment has  been  rising  faster  than  the  demand  for  ultimate  products — even 
through  first  quarter  1963. 


Other  data  showing  current  adequacy  of  profit  margins  after  taxes 

The  sixth  chart  indicates  how  high  and  rewarding  profits  after  taxes 
now  are  in  most  of  our  key  industries,  having  risen  to  new  peaks  in  1962 
despite  very  large  unused  capacities.  The  seventh  chart  shows  the  satis- 
factory trends  in  profit-sales  ratios.  The  eighth  chart  (which  also  has  an 
important  bearing  upon  funds  available  for  investment  purposes  without 
further  tax  concessions)  reflects  the  very  distinct  tendency  of  American 
corporations,  during  the  past  decade,  to  finance  larger  portions  of  their 
total  requirements  out  of  sources  which  represent  a  combination  of  depre- 
ciation and  amortization  and  retained  profits  and  depletion  allowances. 
All  of  these  data  show  that  investors  do  not  now  need  higher  after-tax 
profit  margins  per  unit  of  sales,  nor  tax  concessions  pointed  toward 
increasing  these  margins.  They  need  only  a  higher  volume  of  sales,  which 
means  higher  private  and  public  demand  for  their  products. 

Investment,  productivity,  growth,  and  our 
international  balance  of  payments  and  gold  problem 

It  is  sometimes  argued  that  additional  tax  concessions  are  needed  to 


*  We  do  know,  however,  that  profit  trends  in  general  in  first  quarter  1963  con- 
tinued to  move  upward. 
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stimulate  a  higher  rate  of  investment  in  plant  and  equipment,  so  that  our 
rate  of  productivity  growth  may  be  faster.  It  is  said  that  this  enlarged 
productivity  growth  is  the  source  of  real  economic  growth  at  home;  and 
that  it  would,  by  reducing  real  production  costs  and  by  modifying  price 
increases,  improve  our  "competitive"  position  overseas,  and  thus  help  to 
relieve  our  international  balance  of  payments  and  gold  problem.  But  as 
already  shown,  a  higher  and  more  sustainable  rate  of  investment  in  plant 
and  equipment,  with  beneficial  results  for  productivity  growth,  does  not 
require  the  proposed  tax  concessions.  It  requires,  instead,  changes  in  tax 
policies  and  in  many  other  national  economic  policies  which  would  focus 
almost  entirely  upon  expansion  of  demand  for  ultimate  products  in  order 
that  our  productive  resources  may  be  more  fully  used.  This  is  also  the 
surest  road  to  further  productivity  improvement,  which  is  repressed  by 
high  economic  slack  and  encouraged  by  maximum  utilization  of  productive 
resources,  as  shown  by  the  ninth  chart.* 

Investment,  productivity,  and  wage  rates 

A  shift  of  our  resources  to  more  stress  upon  investment  is  frequently 
urged  on  the  ground  that  this  will  help  productivity  to  keep  up  with  an 
alleged  tendency  of  wage  rates  to  rise  faster  than  productivity,  with 
inflationary  consequences.  But  as  shown  by  the  tenth  and  eleventh  charts, 
one  of  the  most  serious  problems  in  recent  years,  and  increasingly  now, 
is  the  tendency  of  increases  in  wage  and  salary  rates  to  lag  far  behind 
increases  in  productivity.**  This  is  the  main  factor  in  the  growing  con- 
sumption deficiency.  Thus,  to  place  emphasis  upon  direct  tax  concessions 
to  investors,  rather  than  upon  tax  policies  pointed  toward  more  vigorous 
expansion  of  consumer  spending  and  incomes  (to  which  adequate  wage 
and  salary  rate  increases  make  a  vital  contribution)  would  aggravate  the 
dominant  consumption  deficiency.  The  impact  of  this  aggravation  upon 
the  whole  economy  would  be  damaging  to  profits,  investment,  and  pro- 
ductivity in  the  long  run. 

Do  we  need  a  higher  ratio  of  investment  to  GNP? 

It  is  also  argued  that  a  higher  rate  of  economic  growth  requires  a 
higher  ratio  of  investment  to  our  gross  national  product  than  during  the 
past  five  years.  But  even  if  it  is  assumed  that  the  ratio  of  private  invest- 
ment to  GNP  has  been  too  low  during  the  most  recent  years,  this  might 


*  For  full  discussion  of  the  balance  of  payments  and  gold  problem,  see  Chapter 
VII  of  the  Conference  study,  Key  Policies  For  Full  Employment,  September   1962. 

**For  fuller  discussion  of  wage-price-profit  and  investment-consumption  rela- 
tionships, see  Chapter  V  of  Key  Policies  For  Full  Employment. 
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well  have  been  expected  during  a  period  of  very  low  economic  growth. 
And  as  already  shown,  the  forces  which  have  repressed  investment  unduly 
during  this  period  have  not  been  burdensome  taxes  nor  inadequate  profit 
margins  after  taxes,  but  rather  the  high  "overcapacity"  and  the  dominant 
deficiency  in  demand  for  ultimate  products. 

Moreover,  the  idea  is  not  correct  that  a  higher  average  annual  overall 
growth  rate  than  the  "historic"  long-term  average  of  3.5  percent  requires 
a  higher  ratio  of  investment  to  GNP  than  this  growth  rate  would  require.* 
The  appropriate  (sustainable)  ratio  of  investment  to  GNP  is  not  deter- 
mined by  the  desired  rate  of  GNP  growth  in  an  economy  like  the  United 
States.  It  is  determined  rather  by  the  ratio  which  will  keep  the  expansion 
of  production  and  the  expansion  of  ultimate  demand  in  balance  at  maxi- 
mum resource  use.  If  we  want  to  lift  the  rate  of  overall  economic  growth 
far  above  3.5  percent  (which  is  urgently  needed),  we  need  to  take  measures 
accordingly,  but  these  would  not  change  the  sustainable  ratio  of  investment 
to  GNP.  In  view  of  the  increased  productivity  of  capital,  which  means 
that  each  dollar  of  new  investment  tends  to  add  more  to  the  output  potential 
than  it  used  to,  we  may  well  need  a  lower  ratio  of  investment  to  GNP 
than  was  averaged  during  other  periods  of  adequate  total  resource  use. 

The  relatively  high  ratio  of  investment  to  GNP  during  the  relatively 
high  economic  growth  period  1949-1957  was  governed  by  many  factors, 
including  the  deliberately  rapid  build-up  of  the  investment  base  during 
the  Korean  war.  Such  a  build-up  was  not  sustainable  then,  but  rather  an 
emergency  measure.  Advocating  a  higher  ratio  of  investment  to  GNP 
now,  when  currently  and  for  the  foreseeable  future  we  are  confronted  with 
such  large  unused  plant  capacity,  is  manifestly  the  wrong  course. 

Of  course,  profits  and  investment  in  plant  and  equipment  would  be 
still  higher  than  now,  and  growing  still  more  favorably,  in  a  fully  prosperous 
American  economy.  But  what  is  needed  for  this  purpose  is  a  prompt  and 
huge  expansion  of  demand  for  ultimate  products,  not  further  tax  conces- 
sions to  increase  after-tax  profits  at  current  or  now  prospective  levels  of 
ultimate  demand.  The  latter  course  might  well  provide  but  little  stimulus 
to  private  investment,  in  view  of  existing  "overcapacity."  And  if  it  did 
provide  substantial  stimulus,  this  would  simply  add  to  the  current 
imbalances  between  our  productive  capabilities  and  the  demand  for  ultimate 
products,  thus  hastening  the  next  recession. 

Drawing  upon  this  analysis  of  how  our  economic  troubles  have  arisen 
and  how  they  may  be  cured,  let  us  now  turn  to  an  evaluation  of  the 
Administration's  tax  proposal. 

The  eleven  following  charts  illustrate  the  chapter  just  concluded. 
*  The  Council  of  Economic  Advisers,  on  occasion,  has  expounded  this  idea. 
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LOW  PRIVATE  CONSUMPTION  MAIN  FACTOR 

IN  LOW  TOTAL  ECONOMIC  PERFORMANCE 

1953-  1st  QUARTER  1963 


1953-lst  Qtr  '63 

Annual  Average      I  956 


1958 


Billions  of  1962  Dollars 

1st  Qtr  '63 

(Seas. Adj. 
1959  I960  1961  1962      Annual  Rate) 


27.8  < 


>I3.7 


35.1 


42 


76 


22.3 


1.9 


42.8 


23  9 


609 


76.4  '~~         76.4 

Needed  averoge  onnual  private  consumption  growth  rate:  5.0% 
Actual  average  annual  private  consumption  growth  rate: 3.5% 


Deficiency  in 
.-Private  Consumer ' 
Expenditures         ^^^L// 

Deficiency  in 

Public  Outloys  for  j      |Q^ 

,Goods  and  Services 

Deficiency  in  Gross 

Private  Investment 

,,-Onc. Net  Foreign) 

Deficiency  in  Total     ,  .m^-w 
National  Production     Jiss 

...(GNP)  ig&a 


lT*%3> 


THE  PRIVATE  CONSUMPTION  DEFICIENCY  OF 

$286  BILLI0N,I953-Ist  QTR.  1963  REFLECTED 

A  $375  BILLION  INCOME  DEFICIENCY 

Billions  of  1962  Dollars 

Deficiency  m  Deficiency  in  Deficiency  in  Deficiency  in  Deficiency  in 

Private  Consumption  +  Consumer  Savings  =  Consumer  Income  +  Taxes  Paid  by    =  Consumer  Income 

After  Taxes  Consumers  Before  Taxes 


m 
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375 


Average  annual  growth  rate  in  consumer  spending:  35% 
Average  annual  growth  rate  in  total  personal  income  after  taxes :  3.4% 
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INVESTMENT  IN  PLANT  AND  EQUIPMENT  WAS 
DEFICIENT -1953- 1st  QTR. '63  AS  A  WHOLE 


AVERAGE  ANNUAL  GROWTH  RATE 

1953-lst  QUARTER  1963 
Inl962  Dollars 


3.0% 


0.7% 


NEEDED 


ACTUAL 


AVERAGE  ANNUAL 
DEFICIENCY 

1953-lstQUARTER  1963 
Billions  of  1962  Dollars 


BUT  INVESTMENT  IN  MEANS  OF  PRODUCTION 

AT  TIMES  OUTRAN  DEMAND; 
HENCE  INVESTMENT  CUTS  AND  RECESSIONS 

V////A  Investment  in  Plant  and  Equipment 

^^^  Ultimate  Demand:  Total  Private  Consumption  Expenditures  Plus  Total  Public  OuflaysVFor  Goods  and  Services 


1st  3  Qtrs.  55- 

Ist  3  Qtrs/57 

"Boom" 


Up 

9.3°/( 

n 


Up 
2.9% 


3rd  Qtr.  57- 
3rd  Qtr. '58 
"Recession" 


Up 
3.4% 


1st  Half  59- 
Ist  Half  '60 

"Boom" 


Up 
12.3% 

n 


Up 
2.6% 


1st  Half  60- 
Ist  Half  '61 

"Recession" 


Up 
1.8% 


1st  Half  61- 

2nd  Half '62 

"  Boom" 


Up 

7.6%      Up 
5.0% 


1st  Qtr.  62- 

Ist  Qtr '63 

"Boom" 


Up 

5.1% 


Up 

4.3% 


i 

Down 


m 

Down 
23.3% 

AVERAGE  ANNUAL  RATES  OF  CHANGE 

In  1962  Dollars 


-/Federal, State  and  local. 
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RISING  PRICES,  PROFITS.  AND  INVESTMENT 
BEFORE  THE  1957-  1958  RECESSION 

The  Investment  Boom  Before  the  1957- 1958  Recession 

First  Three  Quarters  1955  -  First  Three  Quarters  1957 


Prices/ 


Profits  after  Taxes  fi 


UP 
18.2% 


UP 
26% 


UP 
59% 


Processed  Foods  and 
Kindred  Products 


Chemicals  and 
Allied  Products 


Investment  in  Plant  and  Equipment2' 


Iron  and  Steel 


Electrical 
Machinery 


Petroleum  and 
Coal  Products 


Non-  Electrical 
Machinery 


-I    Bureau  of  Labor  Statistics ,  (US  Dept  of  Labor),  Commodity  Wholesale  Price  Indexes. 

J    Securities  ond  Exchange  Commission,  Profit  Estimates. 

=/    Securities  and  Exchange  Commission  estimates  of  expenditures  for  plant  and  equipment. 
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INVESTMENT  BOOM  OCCURRED  AGAIN 

BEFORE  THE  1960-1961    RECESSION 

DESPITE  REDUCED  PRICES  AND  PROFITS 

First  Half  1959 -First  Half  I960 
£§|]  Prices/  B||§  Profits  after  Taxes/  H  Investment  in  Plant  and  Equipment^ 


^e 


DOWN        DOWN 
0-9%         |.6% 


PROCESSED  FOODS  AND 
KINDRED  PRODUCTS 


IRON  AND  STEEL 


<^\  r\  r\ 


PETROLEUM  AND 
COAL  PRODUCTS 


CHEMICALS  AND 
ALLIED  PRODUCTS 


ELECTRICAL 
MACHINERY 


V»)»»A 

DOWN 

1 1%         D0WN 

4.5% 


MOTOR  VEHICLES 
AND  EQUIPMENT 


-^   U.  S.  Dept.  of  Labor,  Bureau  of  Labor  Statistics,  commodity  wholesale  price  indexes. 

-1    Securities  and  Exchange  Commission,  profit  estimates. 

-1   Securities  and  Exchange  Commission,  estimates  of  expenditures  for  plant  and  equipment. 
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PRICE,  PROFIT  AND  INVESTMENT  TRENDS 
DURING  CURRENT  ECONOMIC  UPTURN 

Annual  Rates  1st  Quarter  1961- 4th  Quarter  1962 

-rices-      HM  Profits  after  Taxes;2-7    £9  Investment  in  Plant  and  Equipment  ^ 
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*  Data 

*  Data 

*  Data 


U.S.  Dept.  of  Labor,  wholesale  commodity  price  indexes. 

Federal  Trade  Commission- Securities  and  Exchange  Commission. 

U.S.  Dept.  of  Commerce  and  Securities  and  Exchange  Commission;  seasonally  adjusted. 
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DESPITE  SUBSTANTIAL  IDLE  CAPACITIES 
PROFITS  AFTER  TAXES  RISE  TO  NEW  PEAKS 
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CHEMICALS  AND  ALLIED  PRODUCTS 


TOTAL  MANUFACTURING 
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-^  Fourth  quarter,  1962  shown  at  annual  rate,  not  seasonally  adjusted. 
Data:  Federal  Trade  Commission -Securities  and  Exchange  Commission. 
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PROFITS-SALES  RATIOS  ARE  GOOD 

AND  GENERALLY  ARE  REACHING  NEW  PEAKS 

DESPITE  SUBSTANTIAL  IDLE  CAPACITIES 

Manufacturing  Corporations'  Profits  after  Taxes,  as  Percent  of  Net  Sales 
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Data:  Federal  Trade  Commission,  Securities  and  Exchange  Commission. 
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TOTAL  FUNDS  USED  BY  CORPORATIONS 
HAVE  INCREASED  GREATLY,  1947-1962 


Billions  of  Current  Dollars 


28.7 


40.7 


1947-1953         1953-1962         1957-1962 
ANNUAL  AVERAGES 

SHARE  OF  THESE  FUNDS  USED  FOR  PLANT 
AND  EQUIPMENT  HAS  TRENDED  UPWARD 
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65.7%  69.3%  69.0% 
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Data;  Department  of  Commerce  and  Securities  and  Exchange  Commission. 
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TRENDS  IN  OUTPUT  PER  MAN-HOUR 
-OR  PRODUCTIVITY -1910- 1962 

Average  Annual  Rate  of  Productivity  Growth 
for  the  Entire  Private  Economy 
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Note:  Based  on  US.  Deportment  of  Labor  estimates,  relating  to  man-hours  worked. 
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RATES  OF  CHANGE  PER  EMPLOYEE- HOUR 
IN  NONFARM  OUTPUT  AND 
WAGES  AND  SALARIES,  1947-1962^ 

Annual  Average  Rates  of  Change.  Measured  in  Uniform  Dollars 
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RATES  OF  CHANGE  PER  MAN-HOUR 

IN  MANUFACTURING  OUTPUT  AND 
WAGES  AND  SALARIES,  1947-1962^ 

Average  Annual  Rates  of  Change.  Measured  in  Uniform  Dollars 
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VIII.  Evaluation  Of  The 
Administration's  1963  Tax  Proposal 

Is  a  deliberately  enlarged  Federal  deficit  desirable? 

A  balanced  national  economy  is  infinitely  more  important  than  the 
condition  of  the  Federal  Budget.  But  when  the  Government  decides 
deliberately  to  collect  from  the  taxpayer  much  less  than  the  cost  of  the 
services  it  renders  to  the  people  and  the  country,  it  is  the  same  as  if  the 
Government  were  to  leave  tax  rates  just  where  they  are  now,  and  then  mail 
checks  to  various  taxpayers  identical  in  amount  with  the  tax  reductions 
which  they  would  receive  under  the  Administration's  tax  proposal.  In  that 
event,  nobody  would  argue  that  it  was  immaterial  to  whom  the  subsidies 
were  paid,  in  what  amount,  or  for  what  economic  or  social  purposes. 

It  is  therefore  highly  superficial  to  argue  that  any  deliberate  enlarge- 
ment of  the  Federal  deficit  is  desirable  on  the  asserted  ground  that  it  would 
stimulate  an  economy  chronically  running  far  short  of  maximum  perform- 
ance. The  stimulative  objective  is  eminently  worthy,  and  so  is  a  deliberate 
Budget  deficit  to  help  achieve  it.  But  the  real  question  is  how  well  the 
proposed  tax  reduction  is  designed  to  accomplish  this  objective. 

The  main  economic  problem  demanding  attention 

The  previous  discussion  indicates  that  our  crucial  economic  task, 
granted  the  need  to  expand  aggregate  demand,  is  to  improve  the  relation- 
ships among  the  main  components  in  purchasing  power,  so  as  to  restore  a 
sustainable  balance  between  (a)  investment  in  expanding  the  means  of 
production  and  (b)  demand  for  ultimate  goods  and  services.  This  balance 
has  been  sorely  lacking  during  the  past  decade.  The  whole  complex  of 
private  and  public  economic  policies,  including  tax  policy,  has  tended 
periodically  to  result  in  "overcapacity"  relative  to  ultimate  demand.  Indeed, 
there  has  been  no  time  during  the  past  decade  when  ultimate  demand  has 
pushed  excessively  against  existing  capacities  (the  general  or  classical 
inflationary  situation).  The  economic  trend  during  the  past  two  years  of 
upturn,  and  even  during  the  most  recent  months,  has  not  reversed  the 
nature  of  the  problem  confronting  us  during  the  past  decade.  These  most 
recent  trends,  already  reviewed,  confirm  and  accentuate  this  problem. 

This  calls  insistently  for  a  new  tax  policy  which  recognizes  that 
investors  do  not  need  large  additional  tax  concessions,  and  that  practically 
all  of  the  emphasis  should  be  placed  upon  tax  changes  which  would  expand 
the  buying  power  of  private  consumers. 
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The  tax  proposal  overstresses  investment 
and  understresses  consumption 

In  evaluating  the  tax  proposal,  it  is  necessary  to  examine  it  both  with- 
out and  with  the  reform  elements  which  it  contains.  The  proposal  without 
the  reforms  is  examined  first. 

Looking  at  the  first  chart  following  this  chapter,  the  tax  concessions 
to  investors  in  1962,  by  Congressional  and  Treasury  action,  have  an 
annual  value  of  about  2  billion  dollars,  and  it  is  essential  to  consider  this 
in  connection  with  the  new  tax  proposal.  The  proposed  cut  in  corporate 
taxes  is  estimated  at  an  annual  value  of  more  than  2.5  billion.  The  pro- 
posed personal  tax  cut,  estimated  at  an  annual  value  of  1 1  billion  dollars, 
brings  the  total  to  15.5  billion  without  the  reforms. 

It  is  very  difficult  to  estimate  what  portion  of  the  11  billion  dollar 
personal  tax  cut  would  be  spent  immediately  by  consumers,  and  what 
portion  would  be  saved  for  investment  purposes.  But  about  5  billion 
dollars  of  this  cut  would  go  to  taxpayers  with  incomes  of  $10,000  and 
over,  who  constitute  approximately  one-fifth  of  all  taxpayers.  Certainly, 
no  argument  can  be  made  for  assigning  more  than  45  percent  of  the  total 
personal  tax  cut  to  the  top-income  fifth,  except  on  the  ground  that 
they  would  utilize  a  large  part  of  this  cut  for  saving  and  investment.  For 
if  it  were  assumed  that  they  would  utilize  a  major  portion  of  this  cut  to 
improve  their  immediate  living  standards,  no  considerations  of  equity  or 
social  justice  would  countenance  failure  to  give  a  much  larger  part  of  the 
cut  to  the  four-fifths  lower  down  in  the  income  structure,  particularly  the 
two-fifths  of  our  total  population  who  still  live  in  poverty  or  deprivation. 
Assuming  therefore  that  the  taxpayers  in  the  top  fifth  would  use  about  3.5 
billion  of  their  5  billion  cut  for  saving  and  investment  purposes,  this,  added 
to  the  4.5  billion  in  corporate  tax  cuts,  lifts  to  8  billion  the  portion  of  the 
total  tax  cut  assigned  to  the  investment  function. 

This  would  leave  1.5  billion  dollars  of  the  5  billion  personal  tax  cut 
granted  to  the  upper-income  fifth  available  for  enlargement  of  their  personal 
consumption.  Adding  the  6  billion  dollars  of  the  1 1  billion  proposed  per- 
sonal tax  cut  which  would  go  to  taxpayers  with  incomes  below  $10,000, 
and  who  might  be  expected  to  spend  all  or  most  of  it  for  immediate  con- 
sumption, brings  up  to  7.5  billion  the  portion  of  the  total  tax  cut  assigned 
to  the  consumption  function. 

Next,  let  us  take  account  of  the  proposed  reforms,*  as  depicted  on  the 
same  chart.  The  2  billion  dollar  annual  value  of  the  1962  tax  concessions 
to  investors  would  remain  the  same.     The  annual  value  of  the  proposed 


*  Including  the  proposed  revisions  in  capital  gains  taxation. 
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corporate  tax  cut  would  be  about  0.8  billion,  and  of  the  proposed  personal 
tax  cut  about  8  billion,  bringing  the  total  to  about  10.8  billion.  Of  this, 
about  4.6  billion  should  be  assigned  to  the  investment  function  (the  2.8 
billion  corporate  cut  and  about  1.8  billion  of  the  2.5  billion  cut  in  personal 
taxes  for  taxpayers  with  incomes  of  $10,000  and  over).  About  6.2  billion 
would  thus  be  assigned  to  the  consumption  function  (0.7  billion  of  the 
personal  tax  cut  for  the  $10,000  and  over  taxpayers,  plus  the  5.5  billion 
personal  tax  cut  for  those  under  $10,000). 

In  view  of  the  actual  nature  of  our  economic  difficulties,  such  a  pattern 
of  tax  change  might  well  provide  some  temporary  quickening  of  the  rate 
of  economic  activity,  both  on  economic  and  psychological  grounds.  But 
in  the  longer  run,  the  imbalances  which  this  pattern  of  tax  change  would 
maintain  or  even  augment  would  offer  but  slight  realistic  prospect  of 
improving  our  long-term  economic  growth  rate.  Without  the  reforms,  of 
course,  the  imbalance  would  be  greatly  worse  than  with  the  reforms. 

The  faulty  distribution  of  the  proposed  personal  tax  cuts 

Excluding  the  proposed  tax  reforms,  the  second  chart  following  this 
chapter  shows  that  only  3.7  percent  of  the  total  personal  tax  cut  would  go 
to  the  32.8  percent  of  all  those  filing  tax  returns  whose  incomes  are  below 
$3,000.  The  12.3  percent  who  have  incomes  of  $10,000  and  over  would 
receive  45.5  percent  of  the  tax  cut;  the  1.9  percent  with  incomes  of  $20,000 
and  over  would  receive  21.1  percent;  and  the  0.3  percent  with  incomes  of 
$50,000  and  over  would  receive  8.3  percent. 

Even  with  the  reforms,  as  shown  by  chart  three,  those  with  incomes 
below  $3,000  would  receive  only  6.7  percent  of  the  total  tax  cut;  those 
with  incomes  of  $10,000  and  over  would  receive  36.2  percent;  those  with 
incomes  of  $20,000  and  over  would  receive  13.9  percent;  and  the  0.3  percent 
of  all  taxpayers  filing  returns  with  incomes  of  $50,000  and  over  would 
receive  4.5  percent.* 

Effect  of  the  proposed  tax  cuts  upon  disposable  incomes 

Superficially,  it  may  be  argued  that  the  foregoing  distribution  results 
inevitably  from  the  fact  that,  under  the  current  tax  system,  the  higher 
income  people  pay  progressively  higher  tax  bills,  and  therefore  should 


*  These  data  do  not  take  account  of  the  proposed  revisions  relating  to  capital 
gains,  as  it  is  not  feasible  to  estimate  fully  how  these  revisions  would  impact  upon 
various  income  groups.  However,  as  these  revisions  have  an  estimated  value  of  only 
about  0.7  billion,  their  inclusion  in  these  data  would  not  significantly  change  the 
import  of  the  analyses. 

60 


receive  progressively  larger  shares  of  the  tax  cut.  But  it  is  essential  to  look 
more  carefully  at  what  the  tax  cuts  really  mean.  Without  the  reforms,  as 
shown  on  the  fourth  chart,  taxpayers  in  the  various  income  brackets  would 
receive  tax  rate  reductions  of  about  the  same  size,  measuring  the  proposed 
tax  rate  against  the  existing  tax  rate.  Thus,  the  effective  tax  rate  for  the 
$3,000  taxpayer  would  be  reduced  20  percent,  and  the  tax  rate  for  the 
$200,000  taxpayer  22.8  percent.  But  the  so-called  tax  reduction  indicated 
by  this  customary  measurement  is  merely  a  mathematical  formula  for 
determining  how  much  actual  tax  reduction  each  taxpayer  gets.  What 
really  counts,  both  economically  and  socially,  is  the  effect  of  the  tax  cuts 
upon  disposable  (after-tax)  incomes. 

Measured  in  this  proper  way,  as  shown  also  on  the  fourth  chart, 
without  the  reforms  the  $3,000  income  taxpayer  would  receive  an  increase 
in  disposable  income  of  only  0.4  percent;  the  $5,000  income  taxpayer, 
1.8  percent;  the  $10,000  income  taxpayer,  3.5  percent;  the  $50,000  income 
taxpayer,  9.7  percent;  the  $100,000  income  taxpayer,  16.3  percent;  and 
the  $200,000  income  taxpayer,  31.1  percent.* 

With  the  reforms,  as  shown  on  the  fifth  chart,  the  $3,000  income 
taxpayer  would  have  his  tax  rate  cut  100  percent,  and  the  $200,000 
income  taxpayer  only  17.5  percent.  This  looks  progressive  indeed.  But 
the  $3,000  income  taxpayer  would  have  his  disposable  income  increased 
only  2.0  percent;  the  $5,000  income  taxpayer,  3.1  percent;  the  $10,000 
income  taxpayer,  3.5  percent;  the  $50,000  income  taxpayer,  6.3  percent; 
the  $100,000  income  taxpayer,  11.2  percent;  and  the  $200,000  income 
taxpayer,  23.8  percent.** 

It  neglects  entirely  the  realities  of  our  economic  and  social  needs, 
to  say  that  these  enormously  disproportionate  gains  in  the  disposable 
incomes  of  the  very  high  income  families  are  "inevitable"  because  the 
$3,000  taxpayer  receives  only  a  2  percent  increase  in  disposable  income 
when  his  tax  is  removed  entirely.  If  tax  reduction  must  "inevitably"  result 
in  these  obviously  undesirable  results,  then  methods  other  than  tax 
reduction  should  be  resorted  to  in  the  pursuit  of  more  desirable  results.*** 
Besides  (as  will  be  shown  later  on),  there  are  available  methods  of  tax 
reduction  which  would  be  progressive  rather  than  regressive. 

These  grave  defects  in  the  composition  of  the  proposed  tax  cuts  are 
worsened  by  the  inadequate  magnitude  and  improper  timing  of  the  proposal. 


*  Using  the  same  assumptions  as  to  family  size  and  deductions  as  in  earlier 
chapters. 

**  See  footnote  on  page  60. 

***  These  other  methods  are  set  forth  fully  in  Chapter  X. 
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Magnitude  of  needed  tax  action: 
economic  growth  needs  and  prospects 

The  Employment  Act  of  1946  establishes  maximum  levels  of  employ- 
ment and  production  as  a  prime  national  objective.  Not  having  enjoyed 
such  levels  for  a  decade,  we  should  at  least  strive  for  their  attainment  by 
early  1965 — more  than  a  year  and  a  half  from  now. 

This  requires  that,  measured  from  a  1962  base,  man-years  of  employ- 
ment be  5.2  million  higher  in  1964.  This  would  absorb  the  net  additions 
to  the  civilian  labor  force,  and  be  consistent  with  reducing  the  true  level  of 
unemployment  from  about  6.8  million  in  1962  to  the  neighborhood  of 
3  million  by  early  1965,  thus  reducing  full-time  recorded  unemployment 
to  close  to  the  3  percent  of  the  civilian  labor  force  consistent  with  maximum 
employment.  Thereafter,  completely  to  restore  maximum  employment  and 
to  absorb  further  growth  in  the  labor  force,  employment  in  1965  should 
rise  about  2.2  million  above  the  1964  level. 

Total  national  production  (measured  in  uniform  1962  dollars)  needs 
to  rise  above  the  1962  base  by  about  87  billion  dollars,  or  about  16 
percent,  for  1964  as  a  whole,  bringing  the  figure  up  to  641  billion.  This 
would  be  enough  to  bring  us  close  to  maximum  production  by  early  1965, 
by  closing  the  production  gap  existing  in  first  quarter  1963,  and  absorbing 
further  growth  in  the  labor  force  and  productivity.  With  maximum  pro- 
duction not  fully  restored  by  early  1965,  the  growth  rate  from  1964  to 
1965  should  be  close  to  7  percent,  to  a  1965  level  of  685.5  billion  dollars.* 

Before  measuring  the  tax  proposal  against  a  job  of  this  size,  let  us 
appraise  the  outlook  if  national  economic  policies  were  to  be  left  approxi- 
mately in  status  quo.  In  that  event,  it  appears  reasonable  to  project  an 
average  annual  growth  rate  somewhat  below  3  percent  for  the  few  years 
following  1962.**  Applying  such  a  low  growth  rate  uniformly  year  by  year, 
the  result  would  be  a  GNP  of  about  584  billion  dollars  in  1964  ***  and 


*  These  projections  factor  in  a  much  lower  production  "gap"  in  first  quarter  1963 
than  the  76.4  billion  dollar  annual  rate  referred  to  earlier.  While  this  76.4  billion 
dollar  "gap"  is  a  proper  measurement  of  how  much  more  we  would  have  been  pro- 
ducing in  first  quarter  1963  if  we  had  maintained  maximum  economic  growth  from 
1953  forward,  this  does  not  mean  that  taking  up  all  of  the  current  economic  slack 
would  increase  total  national  production  by  anywhere  near  this  much.  Due  to  a 
decade  of  economic  slack,  some  of  our  productive  potentials  have  been  permanently 
lost. 

**The  various  reasons  are  stated  in  Chapter  VI. 

***  jhjs  uniform  projection  for  several  years  ahead,  at  an  average  annual  growth 
rate  somewhat  less  than  3  percent,  results  in  a  GNP  projection  for  1964  which  may 
well  be  somewhat  below  the  actual  level  achieved  in  that  year  (in  accord  with  some 
current  forecasts).  But  such  a  development,  under  current  policies,  would  in  the 
view  of  this  study  reduce  the  growth  rate  in  later  years. 
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about  600  billion  in  1965  (measured  in  uniform  1962  dollars).  Such 
developments  would  be  about  57  billion  below  the  goal  suggested  above 
for  1964,  and  about  85  billion  below  for  1965.* 


The  tax  proposal  is  too  weak, 
with  respect  to  size  and  timing 

Earlier  in  this  chapter  it  has  been  estimated  that  the  tax  proposal  in- 
cluding the  reforms,  when  fully  effective  in  1965  (or  1966)  would  result  in 
allocation  of  6.2  billion  dollars  to  the  consumption  function,  and  4.6  billion 
(including  the  2  billion  dollar  value  of  the  1962  corporate  tax  concessions) 
to  the  investment  function.  It  is  assumed  that  practically  all  of  the  esti- 
mated allocation  to  the  consumption  function  would  actually  be  spent,  for 
the  6.2  billion  estimate  itself  excludes  that  portion  of  the  8  billion  personal 
income  tax  cut  estimated  to  be  saved  for  investment  purposes.  Using  the 
"multiplier"  of  about  three,  which  is  widely  accepted,  the  6.2  billion  dollars 
of  increased  consumer  spending  in  1965  (or  1966)  would  add  about  18.6 
billion  to  total  national  production  in  the  same  year. 

But  the  estimated  allocation  of  4.6  billion  dollars  to  the  investment 
function  in  1965  (or  1966)  would  not  all  flow  promptly  into  investment, 
especially  in  view  of  still-existent  "overcapacity"  and  still-existent  insuffi- 
ciency of  private  and  public  demand  for  ultimate  products  even  by  that  year. 
Some  of  this  4.6  billion  dollar  amount  would  be  saved,  both  by  individuals 
in  the  higher  income  brackets  and  by  business.  Thus,  it  is  estimated  that 
only  about  3  billion  dollars  would  flow  reasonably  promptly  into  invest- 
ment. (Even  if  the  allowance  for  saving  seems  high,  it  should  be  noted 
that  the  estimated  investment  stimulus  counts  in  the  2  billion  dollar  1962 
corporate  tax  concessions  in  evaluating  the  stimulative  effects  of  the  1963 
tax  proposal,  even  though  these  concessions  are  not  part  of  the  1963  tax 
proposal).  Again  using  the  "multiplier"  of  three,  this  3  billion  dollar 
investment  flow  would  add  about  9  billion  dollars  to  total  national  produc- 
tion in  1965  (or  1966).  Adding  to  this  9  billion  the  18.6  billion  estimated 
in  the  preceding  paragraph,  the  whole  estimated  stimulus  to  total  national 
production,  by  virtue  of  the  tax  proposal,  comes  to  27.6  billion  as  of  1965 
(or  1966). 

This  27.6  billion  dollar  figure  needs  to  be  contrasted  with  the  85 
billion  dollar  difference,  as  set  forth  above,  between  needed  total  national 
production  in  1965  and  the  estimate  of  where  national  production  would 
then  be  if  our  national  economic  policies  remain  about  in  status  quo — that 


*  For  the  consequences  of  this,  see  especially  third  chart  following  Chapter  VI. 
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is,  if  the  tax  program  were  not  put  into  effect.* 

For  the  first  calendar  year  to  which  the  tax  proposal  would  be  applied, 
similar  analysis  yields  these  estimates:  Allocation  to  the  consumption  func- 
tion, 2.3  billion  dollars,  with  total  national  production  stimulative  result  of 
6.9  billion;  allocation  to  the  investment  function,  about  3  billion  (including 
the  2  billion  1962  tax  action),  reduced  to  about  2  billion  by  estimated 
saving,  with  total  national  production  stimulative  result  of  about  6  billion. 
Thus,  the  effect  of  both  the  added  consumer  spending  and  the  added  invest- 
ment upon  total  national  production  would  be  about  12.9  billion  in  the  first 
calendar  year  to  which  the  tax  proposal  would  be  applied.  This  figure 
would  be  a  very  small  portion  of  the  57  billion  dollars  by  which  we  need  to 
lift  total  national  production  in  1964  above  the  1964  level  likely  to  result  if 
policies  were  left  about  as  they  would  be  without  the  proposed  tax  action. 

Moreover,  the  trivial  impact  of  the  tax  proposal  during  the  first  year 
to  which  it  would  be  applied  has  a  vital  bearing  upon  its  value  when  in 
full  operation.  Obviously,  if  a  patient  needs  an  injection  of  100  units  now, 
the  same  result  is  not  obtained  by  giving  him  33  units  now,  and  similar 
amounts  a  year  and  two  years  from  now.  Thus,  an  editorial  in  Business 
Week  on  February  9,  1963  said  this: 

'The  fact  is  that  the  tax  program,  as  it  stands,  will  not  do  what 
President  Kennedy  himself  has  been  talking  about — remove  the  drag 
that  an  outdated  tax  structure  has  put  upon  the  economy.  The  tax 
reductions  it  proposes  are  too  small  and  too  slow  to  give  a  substantial 
lift  to  production  and  employment  for  several  years,  if  at  all." 

The  President's  Council  of  Economic  Advisers  states  in  its  1963 
Annual  Report  that  the  full  tax  program  over  three  years  would  only 
"set  us  on  a  path  toward  our  interim  employment  target;  and  that  it  will 
lay  the  foundation  for  more  rapid  long  run  growth"  (italics  added).  This 
is  a  commendably  candid  admission  that,  by  1965  or  1966  or  even  1967, 
we  would  not  reach  even  the  interim  unemployment  target  of  4  percent,  set 
forth  by  the  Council  in  early  1961  as  a  target  for  early  1963. 

All  this  makes  it  very  clear  that  the  current  tax  proposal  needs  to  be 
very  substantially  revised,  in  order  to  comport  with  our  three  great  eco- 
nomic purposes  as  a  Nation  and  a  people — maximum  economic  growth, 
serving  the  priorities  of  our  needs,  and  economic  justice. 

The  five  following  charts  amplify  this  chapter. 


*  If  the  proposed  tax  program  did  not  take  full  effect  until  1966,  the  difference 
between  its  effects  and  the  needed  GNP  level  would  be  very  much  bigger. 
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ESTIMATED  DIVISION- PROPOSED  TAX  CUTS 

BETWEEN  CUTS  FOR  INVESTMENT  PURPOSES 

AND  CUTS  FOR  CONSUMPTION  PURPOSES 

(Billions  of  Dollars) 


EXCLUDING  PROPOSED  TAX  REFORMS 


TOTAL  TAX  CUTS 

15.5 


— 

r 

■■■■ 

H.O  x|-- Proposed  Personal  Toi  Cuts 


:i2.5 


2  0 


•Proposed  CorporoteTox  Cut 


•  To « Concessions  to  Investors 
Made  in  1962^ 


ESTIMATED  ALLOCATION 
TO  INVESTMENT  PURPOSES 


8.0 


■%>  -Portion  of  Proposed 
3.5;    Personal  Tox  Cutsl/ 


25 


20 


•Proposed  Corporate  Tox  Cut 


-Tax  Concessions  to  Investors 
Made  in  1962 i/ 


ESTIMATED  ALLOCATION 
TO  CONSUMPTION  PURPOSES 


7.5 

U5^ 


6.0 


-Portion  of  Proposed 

Personal  Tax  Cuts  5/ 


-Portion  of  Proposed 
Personol  Tox  Cuts!/ 


INCLUDING  PROPOSED  TAX  REFORMS?/ 


TOTAL  TAX  CUTS 


108 


18 


80 


— 


2  0 


-Proposed  Personol  Tax  Cuts 


-Proposed  Corporate  Tax  Cut 


-Tax  Concessions  to  Investors 
Mode  in  I962J/ 


ESTIMATED  ALLOCATION 
TO  INVESTMENT  PURPOSES 


08 


4.6 
y///A  /Portion  of  Proposed 
^18?'  Personal  Tax  Cuts  1/ 

Proposed  Corporote  Tax  Cut 


rTTTTTT 
i  2.0 


-Tax  Concessions  to 
Made  in  19621/ 


ESTIMATED  ALLOCATION 
TO  CONSUMPTION  PURPOSES 


6.2 


0.7 


_  ,  Portion  of  Proposed 
^§^'  Personal  Tax  Cuts  3/ 


E  5.5 


-  Portion  of  Proposed 
Personal  Tax  Cuts-4-/ 


J/  Through  Congressional  and  Executive  action. 

.2/  Estimated  portion  of  personal   tax  cuts,  for  those  with  incomes  of  $10,000  and  over, 
which  they  would  save  for  investment  purposes. 

.3/  Estimated  portion  of  personal  tax  cuts,  for  those  with  incomes  of  $10,000  and  over,  which 
they  would  spend  for  consumption. 

4/  Personal  tax  cuts  for  those  with  incomes  under  $10,000. 
.5/  includes  proposed  capital  gains  revisions.  Note:  Estimates  of  division.CER 
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ADMINISTRATION  PLAN,  PERSONAL  TAX  CUTS 
EXCLUDING  PROPOSED  TAX  REFORMS 

Distribution  Of  Total  Tax  Returns^And  Of  Total  Tax  Cuts57 
Among  Various  Income  Groups57 


Under  $3,000  Income 

(21.1  million  returns; $0.41  billion  fox  cut) 


32.8% 


3.7% 


Percent  of  1963 
Total  Tax  Returns 


Percent  of 
Total  Tax  Cut 


$3,000- $5,000  Income 

(12.1  million  returns,  $1.09  billion  tax  cut) 


18.8% 


9.9% 


Percent  of  1963 
Total  Tax  Returns 


Percent  of 
Total  Tax  Cut 


$5,000- $10,000  Income 

(23.2  million  returns;  $4.52  billion  tax  cut) 


$10,000- $20,000  Income 
(6.7  million  returns;  $2.69  billion  tax  cut) 


3fi  1  °L 

40.9% 

111!! 

m 
m 

24.4% 


10.4% 


Percent  of  1963 
Total  Tax  Returns 


Percent  of 
Total  Tax  Cut 


Percent  of  1963 
Total  Tax  Returns 


Percent  of 
Total  Tax  Cut 


$20,000-$50,000  Income 

(1.0 million  returns;  $1.41  billion  \ax  cut) 


$50,000  And  Over  Income 
(0.2million  returns;  $0.92  billion  tax  cut) 


12.8% 


1.6% 


0.3% 


8.3% 


Percent  of  1963 
Total  Tax  Returns 


Percent  of 
Total  Tax  Cut 


Percent  of  1963 
Total  Tax  Returns 


Percent  of 
Total  Tax  Cut 


$10,000  And  Over  Income 

( 7.9  million  returns;  $5.02  billion  tax  cut) 
45.5% 


$20,000  And  Over  Income 

(1.2  million  returns,  $2.33  billion  tax  cut) 


12.3% 


21.1% 


.9% 


Percent  of  1963  Percent  of 

Total  Tax  Returns  Total  Tax  Cut 


Percent  of  1963 
Total  Tax  Returns 


Percent  of 
Total  Tax  Cut 


Estimated  1963  Total  Tax  Returns- 64.3  Million 
Estimated  1963  Tax-$47. 4  Billion;        Proposed  Tax-$36.4  Billion;       Proposed  Tax  Cut— $  1 1  Billion 

-l^AII  1963  returns  (taxable  and  nontaxable).  CEP  estimates  based  on  Treasury  Dept.  data. 

=/Tax  cuts  as  of  1965  (when  plan  would  become  fully  effective)  as  proposed  in  President's 

1963  Tax  Message  and  Treasury  Dept.  data  as  of  Feb. 6, '63, applied  to  1963  income  structure. 

.3/ Adjusted  gross  income  levels  as  of  1963,  estimated  by  CEP  on  basis  of  Treasury  Dept.  data. 
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ADMINISTRATION  PLAN,  PERSONAL  TAX  CUTS 
INCLUDING  PROPOSED  TAX  REFORMS 

Distribution  Of  Total  Tax  Returns^And  Of  Total  Tax  Cuts?/ 
Among  Various  Income  Groups^ 


Under  $3,000  Income 
(21.1  million  returns;  $0.58  billion  tax  cut) 


6.7% 


BKfl 


Percent  of 
Total  Returns 


Percent  of 
Total  Tax  Cut 


$5,000-$IO,000  Income 

( 23.2  million  returns;  $  3.80  billion  tax  cut) 

36.1%  436% 


Percent  of 
Total  Returns 


Percent  of 
Total  Tax  Cut 


$3,000- $5,000  Income 
( 12.1  million  returns;  $1.18  billion  tax  cut ) 


18.8% 


■ 


13.5% 


Percent  of 
Total  Returns 


Percent  of 
Total  Tax  Cut 


$10,000- $20,000  Income 
(  6.7  million  returns;  $1.94  billion  tax  cut) 


22.3% 


10.4% 


Percent  of 
Total  Returns 


Percent  of 
Total  Tax  Cut 


$20,000- $50,000  Income 
(1.0  million  returns;  $0.82  billion  tax  cut) 


$50,000  And  Over  Income 
(0.2  million  returns;  $0.39  billion  tax  cut) 


1.6% 


9.4% 


0.3% 


Percent  of 
Total  Returns 


4.5% 

XZZ2SL 


Percent  of 
Total  Tax  Cut 


Percent  of 
Total  Returns 


Percent  of 
Total  Tax  Cut 


$10,000  And  Over  Income 

(7.9million  returns;  $3.15  billion  tax  cut) 

36.2% 


$20,000  And  Over  Income 
( 12  million  returns;  $1.21  billion  tax  cut) 


12.3% 


13.9% 


1.9% 
rfVrYfVrYrl 


Percent  of 
Total  Returns 


Percent  of 
Total  Tax  Cut 


Percent  of 
Total  Returns 


Percent  of 
Total  Tax  Cut 


Estimated  1963  Total  Tax  Returns-64.3  Million 
Estimated  1963  Tax -$47.4  Billion;         Proposed  Tax-$38.7  Billion;      Proposed  Tax  Cut-$8.7  Billion. 

-^All  1963  returns  (taxable  and  nontaxable).  CEP  estimates  based  on  Treasury  Dept.  data. 
— ^Tax  cuts  as  of  1965  (when  plan  would  become  fully  effective)  as  proposed  in  President's 

1963  Tax  Message  and  Treasury  Dept.  data  as  of  Feb.  6,  1963,  applied  to  1963  income 

structure.  Effect  of  capital  gains  revision  excluded. 
■»  Adjusted  gross  income  levels  as  of  1963,  estimated  by  CEP  on  basis  of  Treasury  Dept.  data. 
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ADMINISTRATION  PLAN,  PERSONAL  TAX  CUTS 
EXCLUDING  PROPOSED  TAX  REFORMS 

Percent  Tax  Cut  And  Percent  Gain  In  After-Tax  Income 
Married  Couple  With  Two  Children  At  Various  Income  Levels-^ 


$3,000  Income 

(Tax  Rote  Cut  From  2.0%  to  1.6% 
After-Tax  Income  Up  From  $2,940 
to  $2,952) 


0.4% 


Percent 
Tax  Cut 


Percent  Gain  In 
After-Tax  Income 


$5,000  Income 

(Tax  Rate  Cut  From  8.4%  to  6  7% 

After-Tax  Income  Up  From  $4,580 

to  $4,664) 


1.8% 


Percent         Percent  Gain  In 
Tax  Cut      After-Tax  Income 


$7,500  Income 

(Tax  Rate  Cut  From  11.7%  to  8.8% 

After-Tax  Income  Up  From  $6,623 

to  $6,837) 


3.2% 


Percent 
Tax  Cut 


Percent  Gain  In 
After-Tax  Income 


$10,000  Income 

(Tax  Rate  Cut  From  137%  to  107% 

After-Tax  Income  Up  From  $8,62 8 

to  $8,932) 

22.2% 


$15,000  Income 

(Tax  Rate  Cut  From  16  6%to  13.5% 

After-Tax  Income  Up  From$l2,5l4 

to$  12,979) 


18.7% 


$25,000  Income 

(Tax  Rate  Cut  From  21.3%  to  16.9% 

After-Tax  Income  Up  From  $19,682 

to  $20,7  70) 

20.5% 


Percent 
Tax  Cut 


3.5% 


Percent  Gain  In 
After-Tax  Income 


3.7% 


5.5% 


Percent        Percent  Gain  In 
Tax  Cut      After-Tax  Income 


Percent        Percent  Gain  In 
Tax  Cut      After-Tax  Income 


$50,000  Income 

(Tax  Rate  Cut  From 32.0% to  25.4% 
After-Tax  Income  Up  From$34,024 
to$37,3IO) 


20.6% 


$100,000  Income 

(Tax  Rote  Cut  From  44.7% to  35.7% 
After-Tax  Income  Up  From  $55,276 
to  $64,300) 


$200,000  Income 

(Tax  Rate  Cut  From  57.6%  to  44.4% 

After-Tax  Income  Up  From  $84,776 

to  $111,104)        31.1% 


20.2% 


22.8% 


9.7% 


16.3% 


Percent 
Tax  Cut 


Percent  Gain  In 
After-Tax  Income 


Percent       Percent  Gain  In 
Tax  Cut      After-Tax  Income 


Percent 
Tax  Cut 


Percent  Gain  In 
After-Tax  Income 


-v  Adjusted  gross  income  levels. 

Note:  Present  and  proposed  tax  based  on  assumption  of  10  percent  deductions  for  taxes,  interest, 

contributions,  medical  care, etc. Proposed  tax  based  on  the  President's  proposal, 

and  Treasury  Dept.data,as  of  Feb.  6, '63. 
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ADMINISTRATION  PLAN,  PERSONAL  TAX  CUTS 
INCLUDING  PROPOSED  TAX  REFORMS 

Percent  Tax  Cut  And  Percent  Gain  In  After-Tax  Income 
Married  Couple  With  Two  Children  At  Various  Income  Levels-1' 


$3,000  Income 
(Tax  Rate  Cut  From  2.0%  to  0. 
After-Tax  Income  Up  From  $  2,940 

100%         to  $3,000) 


2  0% 

r    i 


Percent 
Tax  Cut 


Percent  Gain  In 
After-Tax  Income 


$10,000  Income 
(Tax  Rate  Cut  From  1 3. 7%  to  10.7%. 
After-Tax  Income  Up  From  $8,628 
to  $8,932) 


22  2% 


3  5% 


Percent 
Tax  Cut 


Percent  Gain  In 
After-Tax  Income 


$50,000  Income 
(Tax  Rate  Cut  From  32.0  to  27.7  % , 
After-Tox  Income  Up  From  $34,024 
to$36,l63) 


13.4% 


6.3% 


Percent  Percent  Gain  In 

Tax  Cut        After-Tax  Income 


$5,000  Income 

(TaxRateCutFrom8.4%to5.6%. 
After-Tax  Income  Up  From  $4,580 
to  $4,720) 
33.3% 


Percent 
Tax  Cut 


3.1% 

Percent  Gain  In 
After-Tax  Income 


$15,000  Income 

(Tax  Rate  Cut  From  16.6%  to  13.8%; 

After-Tax  Income  Up  From  $12,514 

to$l2,924) 


3.3% 

S5CT 


Percent 
Tax  Cut 


Percent  Gain  In 
After-Tax  Income 


$100,000  Income 
(Tax  Rate  Cut  From  44.7%  to 38.5%; 
After-Tax  Income  Up  From  $55,276 
to  $61,458) 


11.2% 


Percent        Percent  Gain  In 
Tax  Cut       After-Tax  Income 


$7,500  Income 

(Tax  Rate  Cut  From  11.7%  to  8.8%, 

After-Tax  Income  Up  From  $6,623 

to  $6,837) 


24.4% 


3.2% 


Percent 
Tax  Cut 


Percent  Gain  In 
After-Tox  Income 


$25,000  Income 
(Tax  Rate  Cut  From2l .3%tol8.4%; 
After-Tax  Income  Up  From  $19,682 
to  $20,395) 


3.6% 

^2l 


Percent 
Tax  Cut 


Percent  Gain  In 
After-Tax  Income 


$200,000  Income 

(Tax  Rate  Cut  From  57.6%  to47.5%; 

After-Tax  Income  Up  From  $84,776 

to  $104,928) 


23.8% 


Percent 
Tax  Cut 


Percent  Gain  In 
After-Tax  Income 


-^Adjusted  gross  income  levels. 

Note  Present  tax  based  on  assumption  of  10  percent  deduction  for  taxes,  interest,  contributions, 
medical  care,  etc.  Proposed  tax  based  on  the  President's  proposal,  and  Treasury  Dept. 
data,  as  of  Feb. 6, '63. 
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IX.  Toward  A  Tax  Policy  Geared  To 
Growth,  Priorities,  And  Justice 

All  of  the  preceding  discussion  results  in  these  three  basic  findings: 

( 1 )  The  proposed  tax  program  is  too  small  and  too  slow  to  make  an 
appreciable  dent  upon  idle  manpower  and  plant  by  appreciably  accelerating 
economic  growth.  This  shortcoming  is  intensified  by  the  composition  of 
the  program,  which  is  ill-suited  to  bringing  consumption  into  better  rela- 
tionship with  our  productive  capabilities; 

(2)  The  proposed  distribution  of  the  tax  reductions  is  not  calculated 
to  help  serve  one  of  our  greatest  national  priorities:  swift  reduction  of  the 
poverty  and  deprivation  which  now  afflict  two-fifths  of  a  nation; 

(3)  Because  of  these  defects,  the  tax  proposal  is  inadequately  attuned 
to  criteria  of  economic  and  social  justice,  which  are  served  by  the  mutually 
re-enforcing  conditions  of  maximum  economic  growth  and  improved  in- 
come distribution. 

The  specific  tax  recommendations  of  this  study  are  these : 

First  priority:  10  billion  dollar  personal  tax  cut, 
progressively  distributed 

The  first  priority  and  immediate  tax  changes  should  be  limited  to 
(a)  cutting  the  20  percent  flat  rate,  applicable  to  the  first  $2,000  of  taxable 
income,  to  an  average  rate  of  considerably  less  than  15  percent,  with  much 
larger  reduction  in  the  rate  applicable  to  the  first  $  1 ,000  than  to  the  second 
$1,000.  For  a  married  couple  riling  a  joint  return,  the  lower  of  these 
two  rates  would  be  applicable  to  the  first  $2,000  of  taxable  income,  and 
the  higher  of  these  two  rates  would  be  applicable  to  the  second  $2,000  of 
taxable  income,  and  (b)  establishing  a  minimum  standard  deduction  of 
$400  for  an  individual  plus  $200  for  each  dependent,  in  addition  to  the 
existing  personal  exemption  of  $600  for  each.  In  consequence,  a  single 
taxpayer  would  have  tax-free  personal  income  of  $1,000  a  year,  and  a 
family  of  four  would  have  tax-free  personal  income  of  $3,400  a  year. 

This  first  priority  tax  reduction  should  be  a  one-shot  affair,  with  an 
annual  value  in  the  neighborhood  of  10  billion  dollars.  This  amount  should 
be  much  larger,  were  it  not  for  the  non-tax  additional  programs  immediately 
needed.*    This  suggested  tax  reduction  would  fall  far  below  the  13.5  billion 


Detailed  in  the  final  chapter. 
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representing  the  Administration's  program  without  the  reforms,  and  would 
be  somewhat  more  than  one  billion  higher  than  the  8.8  billion  representing 
the  Administration's  proposed  tax  programs  including  the  proposed  re- 
forms.* However,  concentration  of  this  economic  stimulus  within  a 
one-year  period,  which  is  essential,  would  be  enormously  more  effective 
than  spreading  it  out  over  three  years.  Also,  the  composition  of  this 
suggested  tax  action  would  be  much  better  adjusted  to  balanced  and  ade- 
quate economic  growth,  meeting  our  national  priorities,  and  advancing 
economic  and  social  justice. 

The  income  improvements  and  the  immediate  losses  in  Federal 
revenues  which  would  result  from  these  suggested  tax  changes  are  entirely 
consistent  with  the  American  Economic  Performance  Budget  which  all 
Conference  studies  use  as  a  guide  to  analysis  and  policy  recommendations. 
The  purpose  of  this  Performance  Budget  is  to  develop,  in  accord  with  the 
intent  of  the  Employment  Act  of  1946,  a  balanced  and  sustainable  rela- 
tionship among  various  types  of  economic  activities  and  income  flows, 
compatible  with  sustained  maximum  employment,  production,  and  pur- 
chasing power. 

The  modest  character  of  the  suggested  exemptions 

Allowing  for  changes  in  the  cost  of  living,  the  $3,400  exemption  sug- 
gestion for  a  family  of  four  would  have  about  53  percent  less  purchasing 
power  than  the  $3,300  exemption  for  a  family  of  four  in  1939,  while  the 
current  exemption  of  $2,400  has  67  percent  less  purchasing  power  than 
the  1939  exemption.  Moreover,  according  to  widely  accepted  standards, 
it  now  takes  an  income  in  the  neighborhood  of  $2,000  a  year  before  taxes 
to  lift  an  individual  living  alone  above  poverty,  and  an  income  of  $4,000 
a  year  before  taxes  to  lift  a  family  of  average  size  above  poverty.  And 
taxes  should  not  be  collected  from  millions  of  people  in  amounts  which 
force  them  much  farther  downward  in  the  poverty-income  category  than 
they  are  now. 

All  other  tax  changes  should  be  held  back  for  later  action 

Changes  in  corporate  tax  rates,  any  further  reduction  of  personal  tax 
rates  of  those  higher  in  the  income  structure,  and  all  of  the  reform  pro- 
posals, should  be  deferred  until  this  first  priority  suggestion  is  enacted  into 


*  Both  figures  are  exclusive  of  the  about  2  billion  dollar  annual  value  of  the 
corporate  tax  concessions  in  1962,  through  legislative  and  executive  administrative 
action. 
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law.  This  first  priority  action  would  do  the  most  economic  good,  and  the 
most  quickly.  It  is  really  the  most  important  of  all  tax  reforms,  because 
no  "reform"  is  so  truly  worthy  of  the  name  as  that  which  makes  our  tax 
system  more  progressive  and  therefore  more  compatible  with  economic  and 
social  justice.  Simultaneous  consideration  of  other  tax  proposals  tends  to 
prevent  sufficiently  intense  focus  of  analysis  upon  the  first  priority  need — 
and  might  even  jeopardize  it.  Processing  to  date  by  the  Congress  of  an 
excessively  complex  tax  package  indicates  that  some  of  the  desirable  pro- 
posed reforms  may  be  lost  (and  some  highly  undesirable  reforms  added). 
If  this  should  happen,  the  net  result  of  enactment  of  the  proposed  tax  cut 
features  would  be  very  harshly  regressive. 


The  need  for  corporate  tax  cuts 

is  relatively  negligible  or  non-existent 

As  shown  throughout  this  study,  corporations  in  general  need  larger 
markets,  not  additional  forms  of  preferential  tax  treatment  piled  on  top  of 
those  provided  in  1962  (in  the  neighborhood  of  a  10  percent  cut).  A 
corporate  tax  cut  having  an  annual  value  of  about  2.56  billion  dollars  without 
the  proposed  reforms,  and  0.8  billion  dollars  with  these  reforms,  would 
have  very  minimal  benefits  to  the  economy  or  the  people  (and  even  to 
our  business  system  proper),  compared  with  alternative  utilization  of 
similar  amounts  at  other  points  in  the  Federal  Budget.  To  take  one 
striking  example,  the  2.56  billion  dollar  figure  is  66  percent  higher  than 
the  1.537  billion  dollar  figure  for  education  in  the  fiscal  1964  Budget. 
Lifting  the  current  educational  item  by  this  amount  would  bring  it  within 
a  few  hundred  million  dollars  of  the  4.5  billion  figure  to  which  educational 
outlays  should  be  lifted  by  calendar  1966,  in  order  to  reflect  an  appropriate 
contribution  by  the  Federal  Government  towards  meeting  this  towering 
priority  of  our  domestic  public  needs.  Even  the  0.8  billion  dollar  figure, 
representing  the  annual  value  of  the  corporate  tax  reduction  with  reforms, 
could  be  used  in  part  to  lift  the  fiscal  1964  Budget  allowance  for  housing 
and  community  development  from  276  million  dollars  to  the  one  billion 
dollars  which  would  be  an  appropriate  allotment  for  fiscal  1964;  and  the 
approximately  76  million  dollars  left  over  could  be  a  very  minimal  addition 
to  the  414  million  dollar  item  now  provided  in  the  1964  fiscal  Budget  for 
labor  and  manpower.  Perhaps  some  slight  reduction  in  corporate  tax 
rates  might  be  desirable,  if  focused  almost  exclusively  upon  improving  the 
after-tax  position  of  small  business.* 


For  fuller  discussion  of  these  domestic  public  needs,  see  Chapter  X. 
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Substantial  net  tax  reduction  for  upper-middle  and 
higher-income  groups  has  very  low  priority 

Substantial  tax  reduction  for  everybody  is  indeed  pleasant  and  even 
desirable,  other  things  being  equal.  But  other  things  are  not  equal  now. 
With  the  popular  psychology  committed  so  largely  to  holding  Federal 
deficits  as  low  as  feasible,  the  opportunity  to  facilitate  our  economic  objec- 
tives through  deliberate  deficits  in  the  Federal  Budget  are  seriously  limited. 
So  long  as  this  condition  persists,  the  amounts  involved  in  substantial  net 
tax  reductions  for  upper-middle  and  higher-income  taxpayers  should  be 
devoted  to  other  programs.  These  other  programs  are  much  more  worthy 
on  equitable  and  social  grounds,  and  far  more  contributory  to  economic 
balance  and  economic  growth.  If  we  restore  quickly  and  maintain  steadily 
a  maximum  economic  growth  rate,  the  added  volume  of  gross  private 
domestic  investment  would  be  74  billion  dollars  for  the  period  1963-1966 
as  a  whole.  The  added  volume  of  non-corporate  business  and  professional 
income  would  be  17.5  billion,  and  of  corporate  profits  more  than  27  billion. 
The  preponderance  of  these  benefits  would  flow  to  upper-middle  and 
higher-income  groups. 

The  argument  that  upper-middle  and  higher-income  groups  need  large 
tax  reductions  in  order  to  induce  more  saving  for  investment  purposes  has 
already  been  disposed  of.  There  is  a  redundance  of  such  saving  now; 
and  adequate  demand  for  ultimate  products  always  generates  enough  or 
relatively  more  than  enough  saving  and  investment  in  expanding  the 
means  of  production. 

Lower  tax   rates   for   upper-middle   and   higher-income   groups 
should  be  compensated  for  fully  by  concurrent  loophole-closing 

The  only  tenable  argument  for  substantial  reductions  in  tax  rates 
applicable  mainly  to  upper-middle  and  higher-income  groups  is  that  these 
tax  rates  are  now  so  high  that  they  encourage  evasion  or  avoidance,  or  that 
they  are  so  high  that  they  have  generated  a  wide  variety  of  undesirable 
loopholes.  The  argument  that  they  are  so  high  as  to  "discourage  invest- 
ment initiative"  is  insupportable. 

Thus,  when  the  time  comes  to  consider  this  type  of  tax  reduction,  its 
net  immediate  cost  to  the  Federal  Budget  should  immediately  be  recouped 
in  full  by  those  types  of  tax  reforms  which  are  pointed  toward  the  closing 
of  loopholes.  But  legislative  effort  toward  this  end  is  likely  to  be  effective 
only  if  undertaken  after  the  suggested  first  priority  tax  program  is  enacted. 
When  the  two  are  processed  together,  the  task  is  so  complex,  and  the 
competing  pressure  so  intense,  that  any  sound  tax  program  is  endangered. 
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Some  of  the  Administration's  reforms  do  not  go  far  enough;  others 
are  pointed  in  a  regressive  direction.  But  for  this  study  to  go  into  these 
matters  in  detail  would  violate  the  very  principle  of  action  urged.  It  would 
take  our  eyes  off  what  should  be  done  first  on  the  tax  front.  And  it  would 
also  distract  attention  from  other  types  of  national  economic  action  of 
higher  priority  than  the  second  suggested  stage  of  tax  action,  and  of  quite 
as  high  priority  as  the  first  stage.* 


*  The  effect  of  the  entire  suggested  tax  program  upon  the  Federal  Budget  is 
discussed  in  Chapter  X. 
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X.  Other  Changes  In  National  Policies 
Are  As  Urgent  As  Tax  Reduction 

Preoccupation  with  tax  reduction  has  led  to  neglect  of  other  changes 
in  national  economic  policies  which  are  quite  as  important  and  urgent, 
or  even  more  so.  Any  plea  that  we  should  "concentrate  upon  one  thing 
at  a  time"  is  not  nearly  good  enough;  the  economic  task  confronting  us  is 
so  broad  and  imperative  that  it  requires  a  powerful  combination  of  policy 
changes.  In  preparing  to  fly  across  the  ocean,  no  one  would  concentrate 
only  upon  whether  the  plane  had  satisfactory  landing  gear,  and  neglect  to 
check  whether  it  had  enough  gas.  Besides,  whether  any  particular  change 
in  tax  policy  is  desirable  depends  upon  the  blend  of  other  policy  changes 
with  which  it  is  combined  to  achieve  the  total  economic  objectives  which 
we  set  for  any  given  time  span. 


Even  this  study's  suggested  tax  reduction 
could  not  do  the  whole  job 

This  study's  suggested  immediate  10  billion  dollar  tax  reduction  would 
provide  immensely  more  stimulus  to  the  economy  than  the  Administration's 
proposed  tax  program.  But  as  estimated  in  the  preceding  chapter,  for  full 
economic  restoration  we  need  to  lift  total  national  production  to  a  1964 
level  about  57  billion  dollars  higher,  and  a  1965  level  about  85  billion 
higher,  than  the  levels  likely  to  result  in  each  of  these  two  years  if  our 
national  economic  policies  were  to  remain  approximately  in  status  quo. 
Using  a  "multiplier"  of  three,  and  with  almost  all  of  this  suggested  tax 
reduction  being  pointed  to  where  it  would  be  spent  promptly,  it  is  clear 
that  even  the  10  billion  dollar  immediate  tax  reduction  suggested  in  this 
study  would  accomplish  only  about  36  billion  dollars  (allowing  in  view  of 
so  powerful  a  tax  reduction  about  6  billion  for  the  effect  of  the  1962  tax 
concessions)  of  the  57  billion  restorative  task  for  1964.  Moreover,  in  each 
succeeding  year  the  stimulative  value  of  tax  reduction  of  this  size  would 
become  smaller,  relative  to  the  actual  and  needed  size  of  total  national 
production. 

If  the  suggested  10  billion  dollar  tax  reduction  cannot  do  the  whole 
job,  why  not  a  still  bigger  tax  reduction?  The  answer  is  that  some  of  our 
most  crucial  economic  problems  cannot  be  dealt  with  primarily  by  tax 
reduction.  And  this  is  especially  true  of  the  unemployment  problem, 
which  calls  for  fundamental  changes  in  the  structure  of  demand. 
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Needed  changes  in  the  structure  of  demand, 
which  tax  reduction  cannot  accomplish 

It  is  true  that  the  chronically  high  and  rising  level  of  unemployment  is 
not  due  primarily  to  deficiencies  in  the  training  and  aptitudes  of  the  labor 
force.  Granted  that  training  and  retraining  programs  are  needed,  the 
overwhelmingly  important  reason  for  unemployment  (above  levels  con- 
sistent with  maximum  employment)  is  the  insufficiency  of  total  jobs.  As 
we  learned  during  World  War  II,  even  people  without  any  training  were 
trained  very  quickly  for  difficult  jobs  when  the  jobs  were  there.  But  the 
chronically  high  and  rising  level  of  unemployment,  and  the  task  of  restoring 
and  then  maintaining  maximum  employment,  do  relate  very  closely  to  the 
structure  or  composition  of  ultimate  demand  for  goods  and  services. 

Let  us  examine  why  this  is  so.  It  is  estimated  that  there  is  need, 
during  the  next  decade,  to  increase  the  total  number  of  jobs  now  available 
by  more  than  16  million  net.  This  includes  close  to  4  million  needed  to 
reduce  the  current  true  level  of  unemployment  to  a  level  consistent  with 
maximum  employment,  and  more  than  12  million  needed  to  absorb  the 
additions  to  the  civilian  labor  force  which  will  result  from  population 
growth  and  from  the  changing  age  composition  of  the  population  due  to 
the  high  birth  rate  shortly  after  World  War  II. 

But  it  would  be  virtually  impossible  to  achieve  this  16  million  net 
increase  in  employment  opportunity  wholly  or  even  mainly  in  accord  with 
the  current  structure  of  demand  for  goods  and  services.  This  is  because 
of  the  very  rapidly  accelerating  advance  of  technology  in  agriculture  and 
of  automation  in  most  of  the  mass  production  industries  which  turn  out 
a  large  part  of  all  goods.  As  an  illustration  of  the  speed  of  these  acceler- 
ating changes,  it  has  been  estimated  that,  a  decade  hence,  8-10  million 
fewer  workers  than  are  now  employed  could  turn  out  our  current  volume 
of  production. 

To  achieve  a  sufficient  increase  of  job  opportunity  in  line  with  the 
current  structure  of  demand  would  mean  that  output  in  these  mass  pro- 
duction industries  and  in  agriculture  would  rise  very  much  faster  than  is 
likely  to  be  in  accord  with  any  foreseeable  pattern  of  consumer  demand, 
even  assuming  adequate  consumer  incomes  in  the  aggregate.  And  even  if 
the  consumer  demand  for  these  particular  types  of  products  were  to  rise 
sufficiently  rapidly  by  the  sole  test  of  job  requirements,  we  would  have 
relative  overconsumption  of  these  products,  when  measured  against  some  of 
the  highest  priorities  of  our  national  needs  (for  example,  education,  health, 
and  housing)  which  are  now  being  relatively  neglected,  and  which  are 
likely  to  be  even  more  neglected  in  the  years  ahead,  unless  there  are  drastic 
changes  in  the  structure  of  demand. 
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Thus,  the  only  way  to  deal  effectively  with  the  job  problem,  as  well 
as  the  only  way  to  meet  our  needs  for  goods  and  services  in  ways  which 
approximate  a  reasonable  regard  for  our  priorities  of  need,  is  this:  There 
must  be  a  recasting  of  private  investment  so  that  much  more  of  it  will 
flow,  both  absolutely  and  relatively,  into  those  areas  where  our  real  needs 
for  the  resultant  products  are  so  great  now  and  during  the  years  ahea4 
that  not  even  the  rate  of  advance  in  technology  and  automation  will  stand 
in  the  way  of  vast  expansion  of  employment.  This  recasting  of  private 
investment  depends  upon  programs  other  than  tax  reduction,  including 
increased  public  spending,  as  the  following  analysis  shows. 


Key  areas  for  redirection  of  private  investment: 
housing,  urban  renewal,  mass  transportation 

By  far  the  most  important  opportunity  for  restructuring  the  flow  of 
private  investment  is  in  the  field  of  housing  and  urban  renewal.  This  field 
has  room  for  immense  and  sustained  increases  in  such  investment,  and 
there  is  also  an  unusually  high  ratio  between  each  dollar  invested  in 
housing  and  urban  renewal  and  other  dollars  of  private  investment  stim- 
ulated thereby.  Another  challenge  of  immense  proportions  is  offered  by 
the  opportunity  to  improve  and  expand  our  mass  transportation  facilities. 
This  need  exists  not  only  in  urban  and  suburban  areas.  Transportation 
facilities  throughout  the  Nation  have  grown  inadequately,  in  response  to 
the  deficient  rate  of  overall  economic  growth. 

Neither  a  steel  industry  receiving  corporate  tax  cuts,  nor  high-income 
families  receiving  large  personal  tax  cuts,  would  start  housing  and  urban 
renewal  programs.  Nor  would  tax  cuts  for  the  railroads  spark  the  great 
changes  needed  in  dealing  with  mass  transportation.  Sufficient  expansion 
of  private  investment  in  these  areas,  and  in  others  as  well,  requires  changes 
in  national  economic  policies  quite  different  from  tax  reduction.  A  move- 
ment toward  lower  interest  rates  and  more  ample  credit  is  essential. 
Especially  in  the  case  of  housing  and  urban  renewal,  there  is  also  need  for 
Federal  legislation  providing  new  admixtures  of  private  and  public  effort. 
This  is  needed  to  expand  the  production  of  suitable  housing  for  middle- 
income  families,  who  are  not  now  reached  adequately  by  conventionally 
financed  private  housing  (including  housing  insured  by  FHA  and  VA) 
nor  by  public  housing  for  lower-income  families.  A  very  large  expansion 
of  Federal  financial  assistance  to  the  public  housing  program,  and  to  slum 
clearance  and  urban  renewal,  is  also  an  inescapable  component  in  any 
"model"  for  growth,  priorities,  and  justice.  All  of  these  programs,  and 
many  others,  require  large  expansion  of  both  private  and  public  spending. 
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Deficient  level  of  Federal  spending  for 
our  domestic  public  priorities 

In  addition  to  the  increased  public  spending  required  for  the  restruc- 
turing of  demand  set  forth  in  the  preceding  paragraphs,  the  needed  changes 
in  the  structure  of  demand  require  also  that  a  much  larger  part  of  the  labor 
force  be  drawn  into  a  wide  variety  of  service  occupations,  notably  educa- 
tional and  health  services.  And  the  rapid  expansion  of  these  services  is 
among  the  highest  priorities  of  our  national  needs,  quite  aside  from  the 
unemployment  problem.  To  expand  these  services  requires  not  only  more 
personnel,  but  also  more  facilities.  The  need  extends  also  to  many  other 
human  welfare  programs,  and  to  the  further  development  and  conservation 
of  our  natural  resources.  None  of  these  efforts  would  be  appreciably 
accelerated  by  the  kind  of  tax  reduction  now  proposed,  nor  adequately 
accelerated  by  any  kind  of  tax  reduction.  Such  acceleration  requires,  on 
a  long-range  basis,  an  admixture  of  private  and  public  efforts,  and,  at  the 
very  core  of  this,  vast  and  progressive  increases  in  Federal  public  outlays. 

Vividly  contrasting  with  these  needs,  the  first  chart  following  this 
chapter  shows  that  total  Federal  Budget  outlays,  measured  by  one  appro- 
priate test  as  a  percentage  of  our  total  national  production,  have  declined 
from  18.66  percent  in  fiscal  1954  to  16.80  percent  in  the  official  Budget 
for  fiscal  1964.*  These  total  Budget  outlays  per  capita — an  appropriate 
test  in  terms  of  needs — have  declined  (measured  in  uniform  1962  dollars) 
from  $544.36  in  fiscal  1954  to  $505.86  in  the  fiscal  1964  Budget.  Per 
capita  outlays  for  all  domestic  programs  (which  exclude  outlays  for  national 
security,  all  international  purposes,  and  space  research  and  technology) 
rose  from  $150.96  in  fiscal  1954  to  $189.82  in  fiscal  1963,  a  grossly 
inadequate  increase  in  view  of  our  national  needs  and  the  decline  of  larger 
size  in  per  capita  outlays  for  the  non-domestic  items.  More  pertinent 
today,  the  fiscal  1964  Budget  reduces  these  per  capita  domestic  outlays  to 
$186.83.  And  the  proposed  tax  reduction  is  accompanied  by  official 
assurance  that  every  effort  will  be  made  to  hold  aggregate  domestic  public 
outlays  in  the  Federal  Budget  at  the  currently  deficient  level  in  the  years 
immediately  ahead.  Even  holding  them  at  the  current  aggregate  level 
would  mean  reduction  per  capita  as  our  population  grows. 

Goals  for  domestic  public  outlays  in  the  Federal  Budget 

The  second  chart  following  this  chapter  depicts  a  Federal  Budget 
geared  to  our  economic  growth  needs  and  our  great  domestic  priorities. 


*  GNP  for  fiscal  1964  estimated. 
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This  Budget  is  derived  within  the  balanced  and  integrated  framework  of  a 
"model"  for  maximum  employment,  production,  and  purchasing  power, 
which  sets  balanced  goals  in  accord  with  the  intent  of  the  Employment  Act 
of  1946.  Consistent  with  these  goals,  the  chart  indicates  that,  comparing 
the  fiscal  1964  Budget  with  suggested  goals  for  calendar  1966,  outlays 
per  capita  for  all  domestic  programs  (measured  in  uniform  1962  dollars) 
should  rise  from  $186.83  to  $221.11;  outlays  per  capita  for  education 
should  be  increased  almost  three  times;  outlays  for  health  services  and 
research  should  be  almost  doubled;  and  outlays  for  housing  and  community 
development  should  be  multiplied  about  eight  times.*  With  proper  allow- 
ance for  our  other  domestic  needs,  and  accepting  the  expert  judgment  as 
to  our  national  security,  space,  and  international  needs,  total  Federal  out- 
lays per  capita  (measured  in  uniform  1962  dollars)  should  rise  from 
$505.86  in  the  official  Budget  for  fiscal  1964  to  $577.89  in  calendar  1966. 
Yet,  measured  as  a  percentage  of  total  national  production  in  a  properly 
growing  economy,  these  total  outlays  would  decline  from  an  estimated 
16.80  percent  in  fiscal  1964  to  15.91  percent  in  calendar  1966. 

Consistent  with  these  long-range  goals,  this  study  recommends  an 
immediate  increase  in  the  Federal  Budget,  above  the  official  fiscal  1964 
Budget,  in  an  amount  of  about  3  billion  dollars  for  domestic  programs. 

Effect  of  recommendations  upon  the  condition 
of  the  Federal  Budget 

This  increased  spending  would  not  militate  against  the  suggested  tax 
reduction,  even  in  terms  of  the  financial  condition  of  the  Federal  Budget 
(which  is  not  of  importance  comparable  to  the  condition  of  the  national 
economy).  As  shown  by  the  third  chart  following  this  chapter,  our  Fed- 
eral Budget  deficits  have  grown  with  our  national  economic  deficiencies, 
despite  almost  constant  efforts  to  maintain  a  balanced  Budget.  And  as 
shown  by  the  fourth  chart,  a  maximum  prosperity  economy  during  the 
calendar  years  1953-1962  would  have  yielded  an  aggregate  Budget  surplus 
(calendar  years)  estimated  at  17  billion  dollars,  even  with  appropriately 
larger  Federal  outlays  and  allowing  for  some  needed  tax  reduction.  When 
this  is  contrasted  with  the  actual  aggregate  Budget  deficit  of  36.9  billion 
during  this  period,  it  appears  that  an  effective  maximum  prosperity  pro- 
gram would  have  placed  the  Federal  Budget  itself  in  a  more  favorable 
position  by  about  54  billion  dollars. 


*  In  dollar  amounts,  however,  the  outlays  for  education  would  be  twice  as  high 
as,  and  the  outlays  for  health  services  and  research  more  than  40  percent  higher 
than,  the  outlays  for  housing  and  community  development. 
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Why  the  States  and  localities  cannot  assume  more  of  the  load 

The  need  for  this  additional  spending  by  the  Federal  Government  is 
accentuated  by  trends  at  State  and  local  levels.  Comparing  fiscal  1962 
with  fiscal  1952,  as  shown  on  the  fifth  chart,  Federal  Budget  expenditures 
increased  34.4  percent,  while  State  and  local  government  expenditures 
increased  131.8  percent.  Meanwhile,  comparing  fiscal  1962  with  fiscal 
1952,  the  net  Federal  debt  outstanding  (at  end  of  year)  increased  15.1 
percent,  while  the  net  State  and  local  debts  outstanding  increased  179.1 
percent.  Another  factor  to  be  taken  into  consideration  is  this:  Insofar 
as  public  spending  is  financed  by  taxation,  Federal  tax  policy  is  progressive 
(though  not  progressive  enough)  in  its  impact  upon  income  distribution, 
while  State  and  local  taxation  in  the  overall  is  extremely  regressive.  This, 
too,  has  an  important  bearing  upon  the  proper  distribution  of  the  public 
spending  load  among  the  three  levels  of  government,  from  the  viewpoint 
of  the  effects  upon  economic  growth,  priorities,  and  justice. 


Need  for  still  other  Federal  programs 

Taking  appropriate  "multipliers"  into  account,  the  suggested  3  billion 
dollar  immediate  increase  in  the  annual  rate  of  Federal  public  spending, 
together  with  the  suggested  10  billion  dollar  immediate  tax  reduction,  would 
stimulate  the  annual  rate  of  total  national  production  about  40%  billion 
dollars.*  With  this  amount  of  expansion,  the  2  billion  dollar  tax  conces- 
sions of  1962  would  have  a  stimulative  effect  of  about  6  billion,  bringing 
the  whole  stimulative  effect  upon  total  national  production  up  to  about 
46%  billion  in  the  first  year.  But  even  these  amounts  would  not  be  nearly 
enough  to  close  the  estimated  57  billion  dollar  gap  in  1964,  and  85  billion 
in  1965,  between  needed  total  national  production  and  that  estimated  to 
result  if  our  national  policies  remained  substantially  in  status  quo. 

This  is  merely  another  way  of  saying  that  the  Federal  Budget,  includ- 
ing taxation  and  expenditure,  cannot  do  the  whole  job.  Many  public 
programs,  not  involving  public  spending,  need  also  to  be  expanded 
greatly.  A  large  percentage  of  our  more  than  18  million  senior  citizens 
live  in  poverty  or  deprivation;  social  security  needs  expansion.  Minimum 
wage  legislation  needs  much  improvement,  with  respect  to  both  coverage 
and  amount.    Effective  Federal  programs  to  enlarge  the  income  and  living 


*  "Multiplier"  of  3  for  tax  reduction,  and  "Wi  for  increased  Federal  spending. 


80 


standards  of  the  farm  population  are  also  urgent,  and  these  may  entail 
less  Federal  spending  for  agriculture  than  the  current  rate.* 

Encouraging  private  economic  adjustments: 
improved  utilization  of  the  Employment  Act  of  1946 

Even  with  all  of  this,  the  major  portion  of  the  expansionary  force 
must  come  from  private  economic  decisions.  Changes  in  price  and  wage 
policies,  as  well  as  in  investment  decisions  and  per-unit  profit-margin 
targets,  can  result  in  a  better  balance  between  expansion  of  the  means  of 
production  and  expansion  of  private  consumption.  The  recommended 
changes  in  national  economic  policies  would,  if  adopted,  contribute  greatly 
toward  these  private  adjustments,  by  the  improved  psychological  climate 
which  would  result  from  the  firm  display  of  determination  to  achieve  the 
objectives  of  the  Employment  Act  of  1946. 

In  addition,  without  any  scintilla  of  resort  to  direct  intervention  in  the 
processes  of  business  decisions  or  collective  bargaining,  the  setting  forth 
of  appropriate  quantitative  goals  under  the  Employment  Act  would  by 
reason  rather  than  by  fiat  improve  the  quality  of  major  private  decisions. 
By  drawing  upon  our  functioning  private  economic  groups,  through  the 
consultation  process,  in  the  formulation  of  goals  and  policies  under  the 
Employment  Act,  we  would  achieve  the  larger  unity  of  purpose  and  the 
improved  cooperation  between  responsible  free  enterprise  and  responsible 
free  Government  which  our  domestic  needs  and  the  world  situation  so 
insistently  call  for. 

There  is  no  short  cut  nor  easy  road  to  growth,  priorities,  and  justice. 
The  Employment  Act  provides  a  wonderful  instrumentality,  consistent  with 
our  traditions,  for  moving  forward.  But  this  Act  is  not  now  being  fully  used 
to  project  on  a  short-range  and  long-range  basis  the  balanced  and  integrated 
quantitative  goals  for  maximum  employment,  production,  and  purchasing 
power  which  are  not  only  called  for  by  the  Act  itself,  but  which  are 
absolutely  essential  to  the  development  of  national  economic  policies 
geared  to  these  objectives.  The  tax  proposal  in  its  current  form  is  but 
one  poignant  illustration  of  what  happens  when  policies  are  reshaped 
without  being  geared  adequately  to  the  specifics  of  growth,  priorities,  and 
justice.  The  much  improved  utilization  of  the  Employment  Act  is  there- 
fore the  first  sine  qua  non  for  the  forward  movement. 

The  five  following  charts  complete  the  presentation. 


*  For  full  discussion  of  poverty  among  our  senior  citizens,  among  workers  paid 
substandard  wages,  and  among  farm  families,  see  Chapters  VII  and  VIII  of  the 
Conference  study,  Poverty  and  Deprivation  in  the  U.  S. 
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FEDERAL  BUDGET  HAS  SHRUNK  RELATIVE 
TO  SIZE  OF  ECONOMY  AND  NEEDS,  I954J64 


Fiscal  Years 


BUDGET  OUTLAYS  AS  PERCENT  OF  TOTAL  NATIONAL  PRODUCTION 


Percent 
25 


National  Security  and  International 
(including  space  research  and  technology) 


1954  1955   1956   1957   1958    1959    I960   1961    1962  I963VI964£/ 


$544.36 


$39340 


BUDGET  OUTLAYS  PER  CAPITA 


In  1962  Dollars 


$150.96 


Total  Nat  I  Security  All  Domestic 
ond  Internat'l    Programs 

1954 


$496.84 


$307.02 


$189.82 


Total  Nat'l  Security  All  Domestic 
and  Internat'l    Programs 

1 963-^ 


$505.86 


$319.03 


$186.83 


Total    Nat  I  Security  All  Domestic 
and  Internat'l    Programs 

I96417 


-^Preliminary.  G.N. P.  estimated  at  $565  billion, CEP. 

-^Administration's  proposed  Budget  as  of  Jan.  17, 1963.  G.N. P.  estimated  at  $588  billion,  CEP. 
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GOALS  FOR  A  FEDERAL  BUDGET  GEARED 
TO  ECONOMIC  GROWTH  AND  PUBLIC  NEEDS 


1964,  Fiscal  Year;  1966,  Calendar  Year 
Per  Capita  Outlay  in  1962  Dollars 


TOTAL  FEDERAL 
OUTLAYS 


%  of  Total    Per 
Year  Output     Capita 

1964  Adm.^16.80  505.86 
1964  Goal  16.29  52120 
1966  Goal  15.91   577.89 


NATIONAL  DEFENSE, 

SPACE  TECHNOLOGY 

AND  ALL 

INTERNATIONAL 


%.  of  Total    Per 
Yeor  Output    Capita 

1964  Adm.^0.59  319.03 
1964  Goal  10.16  325.11 
1966  Goal   9.82  356.78 


EDUCATION 


%  of  Total    Per 
Year  Output    Capita 

1964  Adnr7  .26  7.87 
1964  Goal  .32  10.24 
1966  Goal     .62   22.61 


HEALTH 
SERVICES 
AND  RESEARCH 


%  of  Total  Per 

Year         Output  Capita 

1964  Admr'  .28  8.41 

1964  Goal    .32  10.24 

1966  Goal     .44  16.08 


PUBLIC 
ASSISTANCE 


LABOR  AND 
MANPOWER,  AND 
OTHER   WELFARE 
SERVICES 


HOUSING  AND 

COMMUNITY 

DEVELOPMENT 


ALL  DOMESTIC 

PROGRAMS  AND 

SERVICES 


(Includes  also 
Agriculture; 

Natural  Resources; 

Veterans;  Commerce; 
Interest;  General 
Government,  etc.) 


%  of  Total    Per 
Yeor         Output    Capita 

1964  Adm?  .51  15.48 
1964  Goal  .51  16.38 
1966  Goal     .51     18.59 


%  of  Total   Per 
Year         Output   Capita 


%  of  Total    Per 

Year         Output    Capita 


1964  Adm.-^ 
1964  Goal 
1966  Goal 


4.85 
5.12 
5.53 


1964  Admr7  .05 
1964  Goal  .16 
1966  Goal    .31 


1.42 
5.12 
11.06 


%  of  Totol  Per 
Year         Output   Capita 

l964Adm^6.2l  186.83 
1964  Goal  6.13  196.09 
1966  Goal  6.09  221.11 


^Administration's  proposed  budget  as  of  Jon.  17,  1963. 
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THE  FEDERAL  BUDGET  REFLECTS 
NATIONAL  ECONOMIC  DEFICIENCIES 


Billions  of 
1962  Dollars 


ANNUAL  DEFICIENCIES  IN  TOTAL  NATIONAL  PRODUCTION 


(Calendar  Years) 
1962  Dollars 


Billions  of 
1962  Dollars 
100 


1947     '48  '49       '50      '51      '52      '53      '54     '55       '56      '57       '58      '59      '60      '61      '62 

Billions  of  Billions  of 

Current  Dollars  BHWHWW^^^WWWWPWHtWWf^Wi^WI^^^M            Current  Dollars 
15 


5 

II  - 

P 

L 

U     5 
S 


ANNUAL  CONDITION  OF  THE  FEDERAL  BUDGET 


(Calendar  Years) 
Current  Dollars 


Conventional  Budget 


1947     '48      '49       '50      '51      '52      '53      '54      '55       '56      '57      '58      '59      '60      '61      '62 


FEDERAL  DEFICITS  GROW  WITH  NATIONAL  ECONOMIC  DEFICIENCIES 


(Annual  Averages,  Calendar  Years) 


NATIONAL  PRODUCTION 
DEFICIENCY 

(Billions  of  1962  Dollars) 


1947-50     1954-57      l958-'62 


CONVENTIONAL  BUDGET 

(Billions  of  Current  Dollars) 


+  0.9       1954-57     1958-62 


1947-50       -0.5 
Deficit 


CASH  BUDGET 

(Billions  of  Current  Dollars) 


+3^2         +|2        1958-62 


1947-50     1954-57 
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A   BALANCED   FEDERAL   BUDGET   DEPENDS 
UPON  A  MAXIMUM   PROSPERITY   ECONOMY 


Billions  of 
Dollars 
100 


ACTUAL  FEDERAL  BUDGET 

Conventional  Budget,  Calendar  Years 

^IP 

\\  m  \ 

\fc*^^^^ 

Expenditures 

^^yyMttffir      — 

V«# 

^*|||pDeficitJ|pr 

k 

Surplus 

Receipts 

Aggregate  Deficit,  1953-1962:  $36.9  Billion 

:               i               i 

1             1 

50 
1953  1954  1955  1956  1957  1958  1959  I960  1961  1962 


MB  Of 

Dollars 
100 


MODEL  FEDERAL  BUDGET  CONSISTENT  WITH  MAXIMUM  PROSPERITY 


Conventional  Budget,  Calendar  Years 


Expenditures 


Aggregate  Surplus,  1953-1962:  $17.0  Billion 


1953  1954  1955  1956  1957  1958  1959  I960  1961 


50 
1962 


Expenditures  are  shown  as  actual  expenditures  plus  estimated  deficiencies  in  expenditures 
during  the  period.  Receipts  are  estimated  by  applying  actual  tax  rates  to  maximum 
prosperity  levels  of  economic  activity. 
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STATE  AND  LOCAL  SPENDING  HAS  RISEN 
VERY  MUCH  MORE  RAPIDLY  THAN  FEDERAL 

Fiscal  Years-Index  1952  =  100 

&MA    Federal  Government  Budget  Expenditures 

K^^SJ   Stote  and  Local  Government  Expenditures  231.8 

215.3 


171.9 


100    100 


103.4 


117.6 

■'.• 


101.4 


109.3 


134.4 


1952  1954         1956  1958  I960  1961 


1962 


STATE  AND  LOCAL  DEBTS  HAVE  SOARED; 
FEDERAL  DEBT  HAS  RISEN  MUCH  LESS^ 


Index  1952=100 


Federal  Government  Debt 
State  and  Local  Government  Debt 


165.5 


129.5 


100     100 


I 


105.3 


11 


279.1 

m 


232.6 


197.3 


106.7 


110.5 


M 


IIS- 1 


I 


1952 


1954 


1956 


1958 


I960  1962 


-'  Net  debt  outstanding  as  of  June  30. 


Data:  Treasury  Dept.,  Bureau 

of  the  Budget  and  Commerce  Dept. 
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THE  CONFERENCE  ON  ECONOMIC  PROGRESS  is  a  non-profit, 
non-political  organization  engaged  solely  in  economic  research,  education, 
and  publication  of  studies  related  to  full  employment  and  full  production 
in  the  United  States. 

THE  NATIONAL  COMMITTEE  of  the  Conference 
includes  the  following: 


THURMAN  ARNOLD 

Attorney;    former   Asst.    Atty.    General 
of  U.S.;  Judge  U.S.  Court  of  Appeals 

WILLIAM  H.  DAVIS 

Attorney;  former  Director,  Office 
Economic  Stabilization 

ABRAHAM  FEINBERG 

Chairman  of  Bd.,  Kayser-Roth  Corp. 
A.  J.  HAYES 

President,  Int.  Assn.  Machinists; 
Vice  President,  AFL-CIO 

FRED  V.  HEINKEL 

President,  Missouri  Farmers  Assn.,  Inc. 

J.  M.  KAPLAN 

Industrialist 

LEON  H.  KEYSERLING 

Econ.    &   Atty.;    former    Chmn.    Presi- 
dent's  Council   of   Economic   Advisers 

O.  A.  KNIGHT 

President,    Oil,    Chemical    and   Atomic 
Workers;  Vice  President,  AFL-CIO 


MURRAY  D.  LINCOLN 

President,  Nationwide  Mutual 
Insurance  Cos. 

GEORGE  MEANY 
President,  AFL-CIO 

JAMES  G.   PATTON 

President,  National  Farmers  Union 

MILES  PENNYBACKER 

President,  Voltarc  Tubes,  Inc. 

WALTER  P.  REUTHER 

Pres.,  United  Automobile  Workers;  Vice 
Pres.  &  Mbr.,  Exec.  Cmtee.,  AFL-CIO 

MARVIN  ROSENBERG 

Chairman,  Cameo  Curtains,  Inc. 

GLENN  J.  TALBOT 

Vice  Pres.,  National  Farmers  Union 

M.  W.  THATCHER 

Pres.,  Nat.  Fed.  Grain  Cooperatives 


Other  Recent  Conference  Publications 

KEY  POLICIES  FOR  FULL  EMPLOYMENT,  September,  1962.  Dis- 
cusses the  causes  of  our  low  rate  of  economic  growth  and  of  rising 
unemployment  levels  during  the  previous  nine  years.  Proposes  both 
private  and  public  economic  policies  needed  to  maximize  employment 
and  production. 

POVERTY  AND  DEPRIVATION  IN  THE  U.  S.,  April,  1962.  Presents 
a  detailed  picture  of  income  distribution  in  the  U.  S.,  and  the  conse- 
quences of  the  poverty  and  deprivation  which  now  afflict  two-fifths 
of  a  nation.     Proposes  programs  for  lifting  low  living  standards. 

Each  of  these  pamphlets  is  available  at  50  cents  a  copy. 
Write  for  a  list  of  other  Conference  Publications. 
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1001  Connecticut  Avenue,  N.W.  Washington  6,  D.  C. 
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POVERTY  AND  DEPRIVATION  IN  THE  U.  S.,  April,  1962.  Presents 
a  detailed  picture  of  income  distribution  in  the  U.  S.,  and  the  conse- 
quences of  the  poverty  and  deprivation  which  now  afflict  two-fifths 
of  a  nation.     Proposes  programs  for  lifting  low  living  standards. 

Each  of  these  pamphlets  is  available  at  50  cents  a  copy. 
Write  for  a  list  of  other  Conference  Publications. 


CONFERENCE  ON  ECONOMIC  PROGRESS 

1001  Connecticut  Avenue,  N.W.  Washington  6,  D.  C. 


< 


t. 


Taxes  and  the  public  interest;  main 
336.20973C7482tC2 


3  12t,E  D331M  2SM7 


)ljl[l[jjlfitj{}{tJ[J 

will!" 

'•  HH 

pte 

I 

Iff 

H 

Mm 

at* 


4.  <*  ** 


USRAtf1 


